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TUESDAY,  MARCH  30,  1993 

Subcommittee  on  Oversight, 

House  of  Representatives, 
Committee  on  Ways  and  Means, 

Washington,  D.C. 
The  subcommittee  met,  pursuant  to  notice,  at  1:05  p.m.,  in  room 
B-318,  Raybum  House  Office  Building,  Hon.  J.J.  Pickle  (chairman 
of  the  subcommittee)  presiding. 

[The  press  release  announcing  the  hearing  follows:] 
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FOR  IMMEDIATE  RELEASE 
THURSDAY,  MARCH  25,  1993 


PRESS  RELEASE  /5 
SUBCOMMITTEE  ON  OVERSIGHT 
COMMITTEE  ON  WAYS  AND  MEANS 
U.S.  HOUSE  OF  REPRESENTATIVES 
1105  LONGWORTH  HOUSE  OFFICE  BLDG. 
WASHINGTON,  D.C.   20515 
TELEPHONE:   (202)  225-5522 


THE  HONORABLE  J.  J.  PICKLE  (D. ,  TEXAS),  CHAIRMAN, 

SUBCOMMITTEE  ON  OVERSIGHT,  COMMITTEE  ON  WAYS  AND  MEANS, 

U.S.  HOUSE  OF  REPRESENTATIVES, 

ANNOUNCES  A  HEARING  TO  REVIEW 

THE  ADMINISTRATION'S  PROPOSALS  RELATED  TO 

INTERNAL  REVENUE  SERVICE  TAX  SYSTEMS  MODERNIZATION 


The  Honorable  J.  J.  Pickle  (D. ,  Texas) ,  Chairman  of  the 
Subconunittee  on  Oversight,  Committee  on  Ways  and  Means,  U.S.  House 
of  Representatives,  announced  today  that  the  Subcommittee  will 
conduct  a  hearing  to  review  the  Administration's  economic  stimulus 
and  public  investment  proposals  related  to  the  implementation  of 
Internal  Revenue  Service  (IRS)  Tax  Systems  Modernization.   The 
hearing  has  been  scheduled  for  Tuesday,  March  30,  1993,  beginning  at 
1:00  p.m.,  in  room  B-318,  Rayburn  House  Office  Building.   The 
Subcommittee  will  receive  testimony  from  representatives  of  IRS  and 
the  U.S.  General  Accounting  Office. 

The  IRS  effort  to  redesign  its  automated  information 
systems — commonly  known  as  Tax  Systems  Modernization,  or  TSM — is  the 
largest  computer  modernization  project  ever  undertaken  by  a  civilian 
branch  of  the  Federal  Government.   TSM  has  a  total  estimated  price 
tag  of  $23  billion.   Through  fiscal  year  1992,  approximately 
$830  million  had  been  expended  for  TSM,  with  an  additional 
$565  million  appropriated  for  fiscal  year  1993.   In  addition,  the 
House-passed  economic  stimulus  package  includes  $148.4  million  in 
supplemental  funds  to  buy  IRS  computer  and  telecommunications 
equipment  in  fiscal  year  1993.   About  $41  million  of  this  amount  is 
directed  to  acquisitions  which  are  a  part  of  the  TSM  effort.   (The 
additional  $107.4  million  is  for  replacement  of  obsolete  equipment 
used  in  current  IRS  operations.) 

Currently,  IRS  relies  on  technologies  developed  in  the  1950s  and 
1960s  which  are  highly  dependent  on  paper  and  labor.   With  the 
completion  of  TSM,  slated  for  the  year  2001,  IRS  envisions  a 
dramatic  change  in  the  processing  of  tax  returns  and  administration 
of  the  Internal  Revenue  Code.   The  use  of  paper  will  be  minimized, 
with  increased  reliance  on  electronic  transmission,  processing, 
storing,  and  retrieval  of  tax  data. 

The  President's  "A  Vision  of  Change  for  America"  includes 
modernization  of  IRS  as  an  initiative  to  be  undertaken  for  increased 
public  investment  in  revitalized  technology.   The  President  states 
that  "TSM  will  enable  IRS  to  reduce  the  risks  and  costs  associated 
with  operating  their  current  systems  while  also  improving  their 
ability  to  serve  the  public  in  the  administration  of  the  nation's 
tax  systems  into  the  21st  century." 

In  announcing  the  hearing,  Chairman  Pickle  stated:   "The  IRS  has 
high  hopes  for  TSM,  as  do  I.   Once  all  its  pieces  are  in  place,  TSM 
should  revolutionize  the  way  IRS  does  business.   At  present, 
however,  TSM  is  still  in  its  early  stages.   Thus  far,  the  major 
accomplishment  of  the  TSM  effort  is  the  nationwide  capability  to 
transmit  and  process  certain  returns  electronically.   Exactly  what 
the  taxpaying  public  can  expect  by  the  year  2001  remains  a  mystery 
to  most. 


"The  Subcommittee's  hearing  will  provide  the  public  and  the 
Congress  with  specific  information  about  IRS's  plans  for  and 
progress  in  implementing  TSM.  Most  importantly,  hearing  testimony 
will  outline  what  tangible  benefits  TSM  will  provide  for  taxpayers 
when  they  call,  write,  or  deal  with  IRS." 


DETAILS  FOR  SUBMISSION  OF  WRITTEW  COMMENTS; 

Persons  submitting  written  comments  for  the  printed  record  of  the 
hearing  should  submit  six  (6)  copies  by  the  close  of  business,  Thursday, 
April  22,  1993,  to  Janice  Mays,  Chief  Counsel  and  Staff  Director,  Committe 
on  Ways  and  Means,  U.S.  House  of  Representatives,  room  1102  Longworth  Hous 
Office  Building,  Washington,  D.C.   20515. 

FORMATTING  REQUIREMENTS; 

Each  statement  presented  for  printin(  to  the  Committee  by  a  witness,  any  written  statement  or  exhibit  submitted 
for  the  printed  record  or  any  written  comments  in  response  to  a  request  for  written  comments  must  conform  to  the 
guidelines  listed  below.  Any  statement  or  exhibit  not  in  compliance  with  these  guidelines  will  not  be  printed,  but  will  be 
maintained  in  the  Committee  files  for  review  and  use  by  the  Committee. 

1.  All  statements  and  any  accompanying  exhibits  for  printing  must  be  typed  in  single  space  on  legal-siie  paper 
and  may  not  exceed  a  total  of  10  pages. 

2.  Copies  of  whole  documents  submitted  as  exhibit  material  will  not  be  accepted  for  printing.  Instead,  exhibit 
material  should  be  referenced  and  quoted  or  paraphrased.  All  exhibit  material  not  meeting  these  specifications 
will  be  maintained  in  the  Committee  files  for  review  and  use  by  the  Committee. 

3.  Statements  must  contain  the  name  and  capacity  in  which  the  witness  will  appear  or,  for  written  comments, 
the  name  and  capacity  of  the  person  submitting  the  statement,  as  well  as  any  clients  or  persons,  or  any 
organization  for  whom  the  witness  appears  or  for  whom  the  statement  is  submitted. 

4.  A  supplemental  sheet  must  accompany  each  statement  listing  the  name,  full  address,  a  telephone  number 
where  the  witness  or  the  designated  representative  may  be  reached  and  a  topical  outline  or  summary  of  the 
comments  and  recommendations  in  the  full  statement.  This  supplemental  sheet  will  not  be  included  in  the 
printed  record. 

The  above  restrictions  and  limitations  apply  only  to  material  being  submitted  for  printing.  Statements  and  exhibits 
or  supplementary  material  submitted  solely  for  distribution  to  the  Members,  the  press  and  the  public  during  the  course 
of  a  public  hearing  may  be  submitted  in  other  forms. 
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Chairman  Pickle.  I  will  ask  the  subcommittee  to  please  come  to 
order. 

I  have  an  opening  statement  to  make,  and  I  believe  Mr.  Hough- 
ton does,  too.  Then  we  have  several  important  witnesses  today 
from  the  IRS  and  from  the  General  Accounting  Office.  I  look  for- 
ward to  receiving  this  testimony.  It  is  a  very  important  program 
and  so  vital  to  the  country. 

At  the  first  hearing  that  I  conducted  in  March  1985,  after  becom- 
ing chairman  of  this  subcommittee,  the  subcommittee  focussed  on 
the  breakdown  of  the  Internal  Revenue  Service's  computer  system 
at  the  Philadelphia  Service  Center.  At  that  time,  we  were  con- 
cerned about  the  adequacy  of  IRS'  information  systems  and  the  fact 
that  the  funds  available  to  upgrade  the  system  were  being  de- 
creased from  $50  to  $35  million.  That  first  year  impressed  upon  me 
how  essential  automated  information  systems  are  to  the  successful 
functioning  of  the  IRS. 

Eight  years  later,  we  are  still  focussing  on  IRS  information  sys- 
tems. Now,  however,  it  is  the  agency  as  a  whole,  rather  than  a  sin- 
gle service  center,  that  is  the  focus  of  our  review.  And  the  money 
involved  is  now  tens  of  billions  of  dollars,  rather  than  tens  of  mil- 
lions of  dollars.  In  fact,  this  year  alone,  IRS  will  spend  nearly  $600 
million  on  the  modernization  program,  tax  systems  modernization 
program.  Overall,  taxpayers  will  invest  more  than  $23  billion — at 
least  by  2001 — to  overhaul  our  Federal  tax  system,  an  effort  that 
will  not  be  completed  for  some  15  years. 

So,  at  today's  hearing,  we  want  to  learn  from  the  IRS  and  the 
GAO  what  benefits  taxpayers  throughout  the  country  will  get  as  a 
result  of  this  multibillion  dollar  investment.  We  need  to  know  that, 
in  the  year  2001,  a  new  and  changed  IRS  will  not  conduct  business 
as  usual.  Taxpayers  are  frustrated  by  busy  telephones  at  IRS,  by 
unanswered  and  duplicative  letters  to  straighten  out  simple  prob- 
lems, and  by  an  organization  that  does  not  always  seem  to  be  able 
to  understand  or  to  help  them.  The  Congress  is  frustrated  by  a 
growing  tax  gap,  an  increasing  inventory  of  uncollected  taxes,  a  de- 
cline in  tax  compliance,  a  decreasing  audit  rate,  and  an  organiza- 
tion that  sometimes  does  not  seem  to  know  how  to  address  these 
problems. 

Our  witnesses  today  will  tell  us  what  changes  in  the  IRS  oper- 
ations we  can  expect  in  the  short  term,  specifically  during  this  tax 
return  filing  season  and  the  remainder  of  the  year,  and  what  tan- 
gible benefits  the  public  will  see  in  1994  and  beyond. 

Now,  I  think  we  all  recognize  that  the  tax  system  has  to  be  mod- 
ernized if  we  are  going  to  have  effective  administration  of  the  tax 
laws.  Without  modernization,  we  run  the  risk  of  a  breakdown, 
which  we  all  fear. 

TSM  will  probably  cost  $23  million,  as  we  said,  over  the  next  15 
years.  That  is  a  tremendous  amount  of  money,  the  largest  amount 
of  money  we  have  ever  requested. 

It  seems  to  me  that  there  must  be  better  accountability  in  this 
overall  program.  While  IRS  has  submitted  a  technical  report  to  the 
subcommittee  on  TSM  progress  to  date,  the  subcommittee  still 
needs  a  plain  English  reference  point  by  which  Congress  can  meas- 
ure and  understand  progress  or  lack  of  progress  as  TSM  proceeds. 


If  we  need  to  amend  the  law  to  require  such  clear-cut  program 
progress,  I  am  prepared  to  do  that.  In  the  interim,  however,  my 
hope  is  that  this  hearing  and  the  members'  input  for  improvements 
in  this  agency's  accountability  will  result  in  improved  reporting 
and  successful  implementation  of  the  TSM  program. 

IRS  has  asked  this  subcommittee  for  its  suggestions  for  more 
meaningful  reports  to  the  Congress,  and  we  intend  to  followup  on 
that.  This  chairman  is  going  to  follow  on  that  program  as  closely 
as  we  can,  the  accountability  of  the  reporting  system. 

I  was  going  to  ask  Mr.  Houghton  if  he  has  any  preliminary  state- 
ment. I  am  told  Mr.  Houghton  had  to  go  to  the  floor  for  a  vote  that 
is  anticipated  very  shortly.  I  think  in  view  of  that,  we  will  proceed 
with  the  testimony  of  the  witnesses  here. 

If  we  have  a  vote  on,  Mr.  Dolan,  it  may  be  a  series  of  votes  on 
15-  and  5-minute  basis.  Not  knowing  that  yet  until  we  see  what 
kind  of  vote  is  being  called  for,  I  guess  we  will  just  proceed,  and 
if  we  have  to  have  a  break,  we  will  just  have  to  call  a  break.  But 
if  we  have  a  15  and  5,  I  don't  know  that  we  will  be  coming  back 
every  few  minutes.  We  may  wait,  depending  on  the  number  votes. 
So  why  don't  we  proceed  and  just  see  how  it  works  on  the  basis 
of  the  floor  call. 

Chairman  Pickle.  Our  first  witness,  representing  the  Internal 
Revenue  Service,  is  Mike  Dolan,  who  is  Acting  Commissioner.  He 
is  accompanied  by  Henry  Philcox,  the  Chief  Information  Officer, 
who  has  been  with  us  before,  and  they  are  accompanied  by  Larry 
Westfall,  Tax  Systems  Modernization  Program  Manager. 

I  didn't  realize,  Mr.  Westfall,  that  you  have  got  that  title  now. 

He  had  the  title  of  our  service  center  director  in  Austin,  Tex., 
and  was  very  responsive.  So  I  now  know  who  to  call  on  and  who 
to  look  to  and  who  to  make  reports  to.  [Laughter.] 

Mr.  Westfall.  Mr.  Pickle,  I  like  this  title  almost  as  well  as  I 
liked  that  title. 

Chairman  PiCKLE.  Well,  as  far  as  I  am  concerned,  you  can  have 
both  titles,  but  I  just  want  to  get  the  information.  [Laughter.] 

Also  testifying  will  be  the  General  Accounting  Office,  Howard 
Rhile,  Director  of  the  General  Government  Information  System  of 
the  Information  Management  and  Technology  Division. 

So  why  don't  we  then  proceed,  Mr.  Dolan,  with  your  remarks. 

STATEMENT  OF  MICHAEL  P.  DOLAN,  ACTING  COMMISSIONER 
OF  INTERNAL  REVENUE,  ACCOMPANIED  BY  HENRY 
PHILCOX,  CHIEF  INFORMATION  OFFICER;  AND  LARRY 
WESTFALL,  TAX  SYSTEMS  MODERNIZATION  PROGRAM  MAN- 
AGER, INTERNAL  REVENUE  SERVICE 

Mr.  DoLAN,  Thank  you,  Mr.  Chairman.  We  will  be  most  happy 
to  accommodate  the  schedule,  however  it  evolves  this  afternoon, 
and  you  have  introduced  my  colleagues.  So  I  will  not  reintroduce 
them. 

Let  me  say  to  you  Mr.  Chairman,  and  to  the  committee  as  a 
whole,  we  appreciate  the  ongoing  interest  and  support  of  your  sub- 
committee and  find  it  very  important  to  help  us  stay  on  course 
with  tax  systems  modernization. 
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I  would  also  ask  that  the  longer  statement  that  I  prepared  be 
submitted  into  the  record.  What  I  have  done  is  try  to  be  respectful 
of  your  time  and  present  a  smaller 

Chairman  PiCKLE.  That  would  be  agreeable.  Do  what  you  need 
to,  but  let  me  know  if  you  hop,  skip  around. 

Mr.  DoLAN.  What  I  have  tried  to  do  is  to  present  to  you  the 
smaller  version.  I  will  work  from  that  this  afternoon. 

Chairman  Pickle.  All  right. 

Mr.  DoLAN.  Mr.  Chairman,  we  think  we  have  a  compelling  need 
to  acquire  the  new  computer  systems  at  IRS  that  will  improve  the 
operations  that  are  critical  to  all  aspects  of  tax  administration. 
Currently,  our  systems,  as  you  know,  Mr.  Chairman,  are  anti- 
quated, complex,  and  costly  to  maintain.  We  greatly  appreciate  this 
committee's  ongoing  effort  to  see  our  systems  modernized. 

I  firmly  believe  tnat  both  the  dollars  we  are  now  spending,  and 
the  dollars  appropriated  to  us,  are  being  spent  wisely  and  that  the 
systems  we  are  preparing  to  install  will  increase  our  overall  per- 
formance and  service  to  our  customer,  the  American  taxpayer. 

Our  current  systems  are  roadblocks  to  providing  that  kind  of  cus- 
tomer service,  and  I  would  like  to  give  you  just  a  couple  of  exam- 
ples. 

Before  TSM  began,  an  IRS  employee  assisting  a  taxpayer  had 
very  little  information  that  was  readily  available.  For  example,  if 
a  taxpayer  filed  in  Austin,  then  moved  to  New  York  and  then  tried 
to  contact  a  local  office  in  New  York  about  a  bill  that  they  had  re- 
ceived or  a  notice,  our  employees  in  New  York  would  have  a  very 
difficult  time.  The  service  would  not  be  able  to  obtain  the  necessary 
data  to  help  the  taxpayer  and  to  collect  this  data  could  take  up  to 
45  days,  in  some  instances,  to  be  able  to  get  the  needed  informa- 
tion. 

It  also  may  be  hard  to  believe  in  this  age  of  electronics,  but  each 
year  when  over  100  million  Americans  file  their  paper  1040s,  IRS 
employees  literally  have  to  read  each  one  of  them  and  manually 
key  the  information  into  our  computers.  As  a  result,  only  about  40 
percent  of  all  the  information  on  a  tax  return  is  actually  input  into 
the  system.  The  rest  is  not  captured  into  the  system,  and  the  onlv 
place  that  we  ultimately  can  get  it  is  on  the  return  itself,  which 
is  filed  with  millions  of  other  returns.  Currently,  it  costs  us  more 
than  $40  million  a  year  just  to  store  and  retrieve  these  paper  files. 

In  addition,  of  the  return  data  that  we  have  in  our  computer  sys- 
tem, only  about  3  percent  of  it  is  available  in  any  kind  of  meaning- 
ful online  way  to  an  IRS  employee  who  is  trying  to  provide  cus- 
tomer service.  The  balance  of  that  information  takes  anywhere 
from  24  to  48  hours  to  be  retrieved  by  a  frontline  employee  trying 
to  do  their  job. 

In  the  matching  area,  you  know,  we  rely  heavily  on  matching 
over  1  billion  annual  W-2's  and  1099's  with  tax  returns  in  order 
to  verify  income  data.  Through  such  computer  matching,  in  1992 
we  sent  out  5.3  million  notices  involving  the  potential  tax  liability 
of  $3.4  bilHon.  However,  these  matching  programs,  effective  as  they 
are,  are  currently  delayed  between  15  and  18  months  due  to  the 
fact  that  the  combination  of  a  receipt  of  a  large  volume  of  paper 
and  our  limited  computer  capacity. 


That  length  of  time  it  now  takes  between  the  original  income  ac- 
tivity and  the  initial  contact  with  the  taxpayer  has  the  potential, 
to  very  negatively  impact  our  affect  on  compliance. 

In  the  cash  management  arena,  for  example,  we  receive  $1.3  tril- 
lion in  tax  receipts  annually,  but  only  $3  billion  of  this  is  received 
electronically.  The  balance  is  collected  through  some  variety  of 
paper-based  systems.  In  addition,  we  will  issue  approximately  $100 
billion  in  refunds,  and  89  million  paper  checks  will  be  cut  in  order 
to  make  those  refunds  effective. 

Chairman  PiCKLE.  Mr.  Dolan,  I  have  got  to  interrupt  you  because 
we  have  a  vote  on  with  only  just  a  few  minutes  left. 

Mr.  Dolan.  OK 

Chairman  PiCKLE.  I  will  report  to  the  committee  by  phone,  just 
as  soon  as  I  know  what  to  expect  on  the  floor. 

So  I  will  call  a  recess  for  a  few  minutes. 

[Recess.] 

Chairman  PiCKLE.  I  will  ask  the  committee  to  please  come  to 
order  again. 

I  regret  this  interruption  in  our  hearing,  Mr.  Dolan  and  Mr. 
Rhile,  but  we  had  a  series  of  votes,  and  it  is  as  inescapable  as  pay- 
ing your  taxes.  So  we  had  to  do  it.  [Laughter.] 

Mr.  Dolan,  would  you  resume  now.  At  what  point  were  you? 
Where  are  you? 

Mr.  Dolan.  Well,  Mr.  Chairman,  I  will  pick  up  on  the  bottom  of 
page  4  of  the  statement  that  is  in  front  of  you. 

Chairman  Pickle.  All  right.  Proceed. 

Mr.  Dolan.  Initially,  our  TSM  plans — as  we  conceived  them  lim- 
ited in  focus  as  to  how  we  could  better  employ  new  technology  to 
improve  our  current  operations.  Our  IS,  information  systems  orga- 
nization, led  the  effort,  and  our  IRS  business  functions — our  cus- 
tomer service,  processing  and  enforcement  functions — played  a  lim- 
ited role.  More  recently,  we  realized  that  if  we  were  going  to  take 
full  advantage  of  this  new  technology,  the  IRS  business  organiza- 
tions had  to  take  a  more  prominent  leadership  role. 

Today,  I  am  happy  to  report  that  the  IRS'  business  functions  rec- 
ognize that  TSM  is  fundamental  to  our  overall  business  strategy, 
and  they  are  now  fully  engaged  in  developing  new  ways  of  doing 
business. 

Almost  a  year  ago,  we  asked  a  group  of  our  most  imaginative 
thinkers  to  exploit  the  full  potential  of  the  TSM  technology.  We 
asked  them  to  push  past  our  current  organizational  paradigm  and 
define  a  better  way  to  deliver  service,  influence  compliance,  and  to 
administer  the  tax  system.  In  short,  we  urged  them  to  move  be- 
yond the  incremental  improvement  horizon  into  one  where 
reinvention  of  the  way  we  do  business  was  the  game  of  the  day. 

Moving  to  the  bottom  of  that  page,  Mr.  Chairman.  As  you  know, 
we  have  a  new  Commissioner  designee,  a  new  staff  at  Treasury, 
and  we  are  engaged  in  early  discussions  with  the  new  administra- 
tion on  many  of  the  plans  that  this  working  group  has  conceived. 
We  hope,  in  the  next  several  weeks,  to  be  in  a  position  to  have 
more  extensive  conversations  with  tne  subcommittee  about  these 
plans.  But  among  the  things  we  hope  our  new  organization  will  be 
characterized  by  are  found  on  page  6.  We  hope  that  the  new  orga- 
nization will  be  a  cross-functional  organization  structured  around 
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the  concept  of  one-stop  taxpayer  access  and  that  the  principal  ac- 
cess will  be  by  telephone  rather  than  today's  environment  where  so 
much  of  our  correspondence  is  done  so  slowly  by  mail. 

Secondly,  we  hope  that  our  new  organization  will  be  built  on  a 
system  that  provides  instant  access  to  all  relevant  information, 
rather  than  the  kind  of  circumstance  I  talked  about  earlier  where 
it  could  take  up  to  45  days  to  secure  certain  kinds  of  information. 

Thirdly,  we  think  a  tax  information  and  processing  system  has 
to  support  complete,  integrated,  and  multiyear  taxpayer  files.  Cur- 
rentlv  our  system  only  takes  40  percent  of  the  information  off  of 
the  face  of  a  return  and  only  3  percent  of  that  data  is  available 
today. 

Mr.  Chairman,  we  have  got  to  have  compliance  programs  de- 
signed in  the  future  that  will  provide  a  comprehensive  approach  to 
the  needs  of  all  market  segments,  leading  not  to  the  voluntary  com- 
pliance rate  in  the  low  80  s  we  have  today,  but  one  of  well  over  90 
percent. 

A  very  key  piece  of  this  improved  compliance  effort  is  a  dramatic 
reduction  in  paper  submissions.  What  we  hope  to  be  able  to  achieve 
is  80  million  electronically  filed  returns  by  the  later  part  of  the 
1990's. 

In  addition  Mr.  Chairman,  we  need  geographic  flexibility  of  em- 
ployees in  operations,  not  by  moving  lots  of  people  around,  but  bv 
taking  advantage  of  the  electronic  Imkages  tnat  tax  systems  mod- 
ernization will  provide. 

Moving  then  to  the  bottom  of  that  page,  Mr.  Chairman.  In  addi- 
tion to  the  individual  technological  pieces  of  tax  systems  mod- 
ernization, we  also  know  that  one  of  the  most  important  aspects  of 
modernizing  the  system  will  be  people  issues,  not  just  computers. 

Our  human  resource  plan  assesses  our  training  needs,  our  orga- 
nizational structure,  rewards,  recognition  systems  and  work  flow. 
Also  through  a  new  concept  that  we  have  titled  "IRS  University," 
we  plan  to  offer  a  very  integrated  training  curriculum  in  which  tax 
law,  accoimting,  information  system  technologies,  and  the  other 
subjects  necessary  to  prepare  our  work  force  are  delivered  consist- 
ent with  a  new  vision  of  tax  administration. 

Through  the  end  of  fiscal  year  1992,  we  spent  almost  $800  mil- 
lion on  our  modernization  effort.  While  my  longer  statement  has 
more  exhaustive  detail  on  where  that  money  has  been  applied,  I 
would  like  to  spend  a  couple  of  minutes  just  walking  through  what 
I  think,  to  be  some  of  the  more  important  evidence  of  our  progress. 

The  first  of  those  efforts  is  something  we  call  corporate  files  on- 
line. This  is  a  project  which  has  improved  our  internal  access  to 
taxpayer  information  and  will  allow  our  employees  to  keep  3.3  mil- 
lion of  our  customers  from  facing  needless  delays,  unnecessary  no- 
tices, and  hassles  that  come  with  us  having  either  inadequate  or 
dated  information. 

In  addition  to  speeding  up  our  overall  ability  to  work  accounts, 
what  corporate  files  on-line  has  allowed  us  to  do  was  brought  home 
to  bear  in  the  recent  storms,  both  Hurricanes  Andrew  and  Iniki. 
Frequently,  the  victims  of  these  storms  needed  access  to  their  tax 
return  information.  Unlike  the  typical  situation  where  you  would 
have  to  wait  4  to  8  weeks,  we  were  able  to  provide  taxpayers, 
homeowners,  and,  in  many  cases,  ultimately  provide  the  insurance 


companies  with  printouts  from  our  corporate  files  on-line.  This  sys- 
tem gave  these  taxpayers  access  to  the  kind  of  information  that 
heretofore  you  would  have  to  receive  in  the  paper  form  of  a  tax  re- 
turn copy. 

Mr.  Chairman,  we  have  also,  in  order  to  aid  customer  service,  in- 
stalled 800  additional  computer  terminals  in  our  toll-free  sites.  We 
have  used  the  corporate  files  on-line  system  through  these  800  ter- 
minals to  do  a  number  of  things.  First,  we  have  been  able  to  re- 
solve 3.7  million,  or  almost  84  percent  of  all  of  our  account  inquir- 
ies, while  the  taxpayer  is  still  on  the  telephone.  This  is  a  signifi- 
cant improvement  over  the  way  that  we  were  able  to  do  business 
prior  to  getting  that  additional  technology  to  our  frontline  people. 

A  thirdf  significant  area  of  progress  is  in  something  we  called  the 
automated  inventory  control  system.  This  system  is  now  being  pi- 
loted at  our  Fresno  Service  Center.  Through  it,  we  are  now  able  to 
electronically  control  taxpayer  correspondence  for  the  first  time. 
Now,  since  all  correspondence  from  a  particular  taxpayer  is  timely 
routed  to  the  appropriate  IRS  function  for  action,  our  customers  do 
not  need  to  write  us  repeatedly  on  the  same  issue.  We  do  not  waste 
our  resources  and  annoy  them  by  sending  multiple  letters. 

Another  very  promising  tax  systems  modernization  initiative  is 
the  telephone  routing  interactive  system.  This  system  is  currently 
being  piloted  in  Cleveland  and  also  supports  the  concept  of  one-stop 
taxpayer  service.  The  telephone  routing  interactive  system  provides 
an  automated  routing  system  that  permits  taxpayers  to  direct 
themselves  to  the  appropriate  source  of  assistance  and  enables 
some  of  their  questions  to  be  resolved  without  actually  having  a 
human  being  on  the  other  end  of  the  line.  It  saves,  therefore,  the 
time  and  the  resources  for  the  taxpayers  who  really  do  need  the  ac- 
tual human  intervention. 

Another  project  is  to  automate  the  installment  agreement  process 
being  pilot  tested  in  the  Laguna  District.  Through  this  system  eli- 
gible taxpayers  are  able  to  use  their  Touch-Tone  phones  to  respond 
to  a  series  of  questions.  This  allows  the  IRS  to  verify  their  quali- 
fications and  establish  a  payment  plan  without  the  involvement  of 
an  employee.  The  system  provides  a  convenient  way  for  delinquent 
taxpayers  to  meet  their  tax  obligations  and  for  IRS  to  handle  a 
case  that  otherwise  might  have  been  at  a  dollar  threshold  that 
would  not  have  been  pursued. 

Based  on  the  success  at  our  Ogden  Service  Center,  we  plan  to 
roll  out  to  five  additional  service  centers  the  automated 
underreporter  system.  This  is  a  system  that  automates  the  verifica- 
tion of  income  reported  on  returns  with  wage  and  other  informa- 
tion data  provided  by  third  party  payers.  Automated  underreporter 
both  increases  our  productivity  and  also  significantly  reduces  the 
number  of  incorrect  notices  and  produces  an  85-percent  improve- 
ment in  our  overall  ability  to  associate  taxpayer  responses  with 
their  case  files. 

Mr.  Chairman,  I  would  like  to  now  move  to  the  bottom  of  page 
10  and  talk  for  a  minute  about  some  alternative  forms  of  filing  that 
are  also,  I  think,  very  much  the  fruits  of  tax  systems  moderniza- 
tion. 

Electronic  filing,  the  best  of  these  alternatives,  allows  taxpayers 
to  transmit  tax  return  information  to  the  IRS  through  a  computer 
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linkage  provided  by  a  third  party.  Electronically  filed  returns  have 
a  lower  error  rate  and  get  much  speedier  refunds  than  paper  re- 
turns. 

I  think  you  know,  Mr.  Chairman,  that  the  typical  paper  return 
has  an  error  rate  of  between  15  and  17  percent  when  you  take  into 
consideration  the  IRS  and  taxpayer  errors.  Electronically  filed  re- 
turns have  £in  error  rate  of  below  2  percent. 

This  year,  we  expect  to  receive  almost  13  million  electronically 
filed  returns.  Although  we  are  pleased  with  the  public  acceptance 
of  electronic  filing,  we  recognize  there  are  people  out  there  that  will 
try  to  cheat  the  system,  just  as  they  have  when  they  attempted  to 
cheat  the  paper  system.  While  this  is  a  very  real  problem  for  us; 
I  will  also  suggest  to  you  that  some  have  tried  to  dramatize  this 
as  a  runaway  phenomenon.  I  would  urge  you  to  see  this  not  as  a 
runaway  problem  but  a  serious  issue. 

To  put  this  in  context,  I  would  point  out  that  through  February, 
we  have  received  37  million  individual  returns,  of  which  9  million 
were  filed  electronically.  Against  those  returns,  we  issued  $17  bil- 
lion in  refunds — $9.5  billion  were  directly  deposited  ELF  returns. 

During  this  period,  we  identified  1,600  questionable  electroni- 
cally filed  refund  returns  and  successfully  stopped  the  refunds  of 
90  percent  of  those.  Of  those  that  got  out  the  door,  the  refund 
amounts  totaled  about  $400,000. 

This  $400,000,  Mr.  Chairman,  is  very  problematic  to  us.  It  is  a 
lot  of  money,  but  I  would  suggest  to  you  that  it  is  a  combination. 
Some  of  that  lost  money  will  be,  in  fact,  pursued  through  criminal 
cases  which  are  underway  today.  Another  part  of  those  funds  will 
have  to  be  pursued  through  even  more  effective  detection  methods 
that  we  will  bring  online  in  the  future. 

We  also  expect  to  continue  to  improve  our  ability  to  detect  and 
prevent  fraud  through  the  use  of  sophisticated  technology.  The 
public,  I  think,  should  know  that  during  the  past  3  years,  the  IRS 
has  successfully  obtained  470  convictions  for  electronic  refund 
fraud.  Of  these  criminals,  291  have  served  time  behind  bars. 

Building  on  ELFs  success  and  in  an  attempt  to  further  reduce 
taxpayer  burden,  the  IRS  and  15  States  are  participating  in  joint 
electronic  filing.  Taxpayers  in  the  15  States  are  now  able  to  file 
their  Federal  and  State  tax  returns  with  a  single  electronic  trans- 
mission. This  eliminates  the  need  for  preparing  two  separate  re- 
turns and  mailing  them  to  different  places. 

TeleFile  is  another  alternative  filing  method  that  we  are  very 
proud  of.  This  method  enables  taxpayers  who  would  normally  file 
a  1040EZ  to  file  their  return  using  a  touch-tone  phone.  It  is  cur- 
rentlv  available  to  certain  Ohio  taxpayers.  In  addition,  we  are  test- 
ing the  use  of  a  voice  signature  at  the  end  of  the  TeleFile  call  that 
would  eliminate  the  ultimate  need  for  any  submission  of  paper. 

This  is,  obviously,  an  important  step  in  developing  a  complete 
paperless  return  process.  It  reduces  both  the  time  and  expense  for 
the  taxpayer  and  the  IRS.  TeleFile  will  be  expanded  next  year  to 
seven  more  States. 

Our  1040PC,  is  another  alternative  that  permits  those  who  use 
personal  computers  to  prepare  their  returns  to  file  a  two-page  an- 
swer sheet.  The  1040PC  returns  are  processed  with  many  fewer  er- 
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rors  than  regular  paper  returns  because  they  are  more  easily  con- 
verted to  computer  readable  data. 

Lastly,  something  that  we  would  have  looked  forward  to  showing 
you  in  the  Atlanta  Service  Center  is  the  TAXLINK.  While  we  are 
not  going  to  be  able  to  do  that  this  week,  we  look  forward  to  being 
able  to  snow  the  committee  at  some  later  date  this  initiative,  which 
allows  an  employer  to  electronically  file  Federal  tax  deposits.  This 
results  in  faster  receipt  of  payments  to  the  Government  and  more 
accurate  posting  for  business  taxpayer  accounts. 

While  the  tendency  is  to  talk  about  the  big  boxes  that  get  bought 
as  a  part  of  tax  systems  modernization,  Mr.  Chairman,  there  are 
a  couple  of  things  that  we  would  consider,  infrastructure  items  that 
are  equally  important,  and  now  I  am  on  the  bottom  of  page  13. 

The  telecommunications  infrastructure  is  one  of  those  critical 
components.  It  is  the  backbone  for  the  flow  of  information  through- 
out the  entire  organization,  and  it  is  also  the  basis  on  which  we 
ensure  the  privacy  of  sensitive  taxpayer  data.  We  have  developed 
what  we  think  is  an  effective  telecommunications  plan  to  guide  the 
transition  to  tax  systems  modernization. 

We  awarded  nine  Department  of  Treasury  Telecommunications 
System  contracts  and  started  the  procurement  of  additional  sys- 
tems to  support  our  long-range  telecommunications  need. 

Of  a  similar  note,  Mr.  Chairman,  is  the  progress  we  have  made 
in  the  privacy  and  security  safeguard  area.  To  ensure  that  tax- 
payer information  is  properly  protected,  we  conducted  a  com- 
prehensive review,  and  put  in  place  an  action  plan  to  bolster  our 
effectiveness  in  privacy  protection.  A  privacy  advocate  position  has 
been  established,  and  we  are  currently  recruiting  an  executive  to 
fill  that  job. 

In  addition,  based  on  the  assessment  of  risks,  threats,  and 
vulnerabilities,  a  draft  Security  Architecture  for  TSM  was  issued 
during  October  of  1992. 

Lastly,  a  place  that  we  would  also  include  in  that  infrastructure 
category  is  our  response  to  a  National  Research  Council  rec- 
ommendation. We  have  established  a  systems  architects  office  to 
assist  in  the  management  of  the  technical  components  of  TSM.  We 
have  completed  our  recruiting,  have  selected  two  individuals,  and 
expect  those  jobs  to  be  filled  and  functioning  effectively  very  short- 
ly- 
One  of  the  areas  that  was  of  extreme  concern  to  us  in  the  early 
stages  of  tax  systems  modernization  was  the  procurement  area, 
ana  now,  Mr.  Chairman,  I  am  on  the  top  of  page  15. 

In  the  procurement  area,  I  am  very  proud  to  tell  you  that  over 
the  last  2V2  years,  we  have  successfully  awarded  without  protest 
26  competitive  information  system  contracts  valued  at  over  $1  mil- 
lion each.  Three  protests  were  filed.  In  one  case  IRS'  initial  award 
decision  was  sustained,  and  in  the  other  two  instances,  the  protests 
were  withdrawn  before  any  other  action  incurred. 

Two  of  the  most  recent  awards  included  the  service  center  rec- 
ognition/image processing  system  and  something  called  the  feder- 
ally funded  research  and  development  center.  The  $87.7-million 
service  center  recognition/image  processing  system  contract  will 
provide  character  recognition  and  imaging  systems  over  the  next  4 
years  for  processing  Federal  tax  deposits,  information  returns,  em- 
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ployment  tax  returns,  and  Forms  1040EZ.  The  $78.5-million  feder- 
ally funded  research  and  development  center  contract  will  provide 
high-level  technology  assessment  and  strategic  planning  and  acqui- 
sition support  for  tax  systems  modernization. 

Included  also  in  our  statement,  Mr.  Chairman,  were  the  com- 
ments you  had  asked  us  to  make  about  the  1993  supplemental. 
What  I  would  like  to  do  at  this  point,  Mr.  Chairman,  is  go  to  page 
16  and,  in  conclusion,  suggest  to  you  that  it  is  our  belief  that  TSM 
is  well  underway  ana  already  producing  benefits  for  our  customer, 
the  American  taxpayer.  These  are  measurable  benefits  and  we 
think  the  customer  is  receiving  through  faster  and  more  accurate 
service.  Tax  account  issues  are  being  resolved  more  efficiently — as 
well  as  caseworkers  have  improved  access  to  information  that  has 
enabled  them  to  better  perform  their  tasks  on  a  daily  basis. 

Having  said  all  of  that  and  feeling  good  about  the  progress,  I 
would  also  want  to  leave  you  with  the  impression  that  we  know 
there  is  a  lot  of  heavy  lifting  yet  to  be  done.  A  lot  of  serious  impor- 
tant issues  that  still  confront  us. 

First,  we  know  we  have  got  to  follow  through  on  our  effort  to  cre- 
ate a  new  organizational  structure  and  to  fully  levera^je  the  tech- 
nology to  change  the  way  the  IRS  will  conduct  its  busmess  in  the 
21st  century. 

Second,  we  know  we  must  continue  to  be  successful  in  awarding 
large-scale  procurements,  and  those  procurements  have  got  to  in- 
clude the  flexibility  to  accommodate  evolving  business  require- 
ments and  technological  capabilities. 

Third,  we  have  got  to  be  able  to  carefully  manage  the  overall 
TSM  program,  which  includes  many  complex  and  interdependent 
components. 

Fourth,  we  must  identify  and  ensure  conformity  with  processing 
and  data  standards  that  permit  the  integration  of  the  various  tax 
systems  modernization  pieces. 

I  think  any  of  us,  Mr.  Chairman,  that  have  been  associated  with 
this  undertaking  understand  it  is  probably  the  biggest  challenge 
we  will  ever  face  in  a  career,  perhaps  the  biggest  challenge  our  or- 
ganization will  confront  from  management.  We  have  every  expecta- 
tion that  we  can,  in  fact,  reinvent  the  IRS  with  the  support  of  the 
technology  that  will  be  available  to  us  through  tax  systems  mod- 
ernization. 

We  very  much  appreciate  the  ongoing  support  of  this  committee. 
We  also  look  forward  to  the  knowledgeable  and  ongoing  oversight 
of  the  committee. 

At  this  point,  Mr.  Chairman,  I  would  be  happy  to  respond  to  any 
questions  that  you  or  the  Members  may  have. 

[The  prepared  statement  and  additional  information  follow:] 
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Statement  of  Michael  P.  Dolan 
Acting  Commissioner  of  Internal  Revenue 


Subcommittee  on  Oversight 
House  Committee  on  Ways  and  Means 


March  30,  1993 


Mr.  Chairman  and  Members  of  the  Subcommittee: 

I  appreciate  the  opportunity  to  appear  before  you  to  discuss  the  IRS'  Tax 
Systems  Modernization  (TSM)  effort.    With  me  today  are  Hank  Philcox,  Chief 
Information  Officer  and  Larry  Westfall,  TSM  Program  Manager.    The  Internal 
Revenue  Service  greatly  appreciates  the  continued  Congressional  support  for  our 
Modernization  effort.    Mr.  Chairman,  we  believe  that  we  are  spending  the  dollars 
appropriated  for  TSM  wisely  and  that  the  systems  we  are  preparing  to  install  will 
increase  our  overall  performance  and  our  service  to  the  customer  --  the  American 
taxpayer. 

I.    Introduction 

IRS  has  a  compelling  need  to  put  in  place  a  new  systems  configuration 
supported  by  modern  information  technology  that  will  improve  operations  critical  to 
tax  administration.    Because  of  their  age  and  the  outmoded  technology  they 
employ,  current  IRS  systems  are  extremely  complex,  costly  to  maintain  and  could 
potentially  fail  in  the  future.    To  better  serve  our  customers  and  eliminate  the  risk 
of  a  systems  breakdown,  we  are  engaged  in  a  long-term  modernization  effort 
known  as  Tax  Systems  Modernization  (TSM),  which  will  enable  the  IRS  to  change 
the  way  it  does  business  and  transition  into  the  21st  century. 

Employing  TSM  technology,  IRS  is  finding  ways  to  provide  better,  faster, 
and  more  economical  service  to  a  changing  customer  base  whose  expectations  are 
greater  than  ever  before.    We  can  achieve  our  goals  of  reducing  taxpayer  burden; 
increasing  revenue  and  reducing  the  tax  gap;  and  accomplishing  more  efficient  and 
accurate  case  work  only  through  the  technological  components  of  TSM.    In  the 
TSM  environment,  information  will  be  retrieved,  delivered  and  used  electronically 
through  an  enhanced  nationwide  telecommunications  network,  and  available  on 
automated  workstations  where  authorized  IRS  employees  will  have  on-line  access 
to  current  tax  account  information.    In  addition,    TSM  technology  will  eliminate 
labor-intensive  manual  key  entry  of  data  from  paper  tax  returns  and  focus  on 
exchanging  information  electronically  --  making  it  faster  and  easier  for  both  our 
customers  and  IRS. 

With  the  benefits  of  the  modernization  initiative  also  come  significant  costs; 
however,  not  pursuing  TSM  would  be  even  more  costly  in  the  long  run.    We 
estimate  that  implementing,  operating  and  maintaining  TSM  through  the  year  2008 
will  require  a  capital  investment  of  $7.8  billion  above  the  projected  $15.5  billion 
cost  to  operate  and  maintain  our  current  antiquated  systems  for  the  same  period. 
Through  the  end  of  Fiscal  Year  1992,  IRS  has  already  invested  approximately  $800 
million  of  this  capital  investment. 

This  overall  investment  generates  substantial  taxpayer  and  IRS  benefits, 
including  reduced/avoided  costs,  interest  savings  and  increased  revenue  estimated 
at  $12.6  billion.    Consequently,  we  estimate  that  the  total  benefits,  less  the  net 
cost  of  $7.8  billion,  results  in  a  $4.8  billion  net  benefit  to  the  government.     In 
addition,  we  estimate  taxpayer  benefits  over  the  life  of  TSM  will  include  a  billion 
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fewer  hours  dealing  with  the  IRS  and  a  $5.4  billion  reduction  in  out-of-pocket 
expenses  paid  in  interest  and  tax  preparer  assistance  fees. 


II.         The  Need  for  TSM 

Our  current  systems  and  our  antiquated  technology  are  road  blocks  to 
providing  the  services  our  customers  expect,  and  that  we  need  for  effective 
operations.    The  limitations  imposed  by  these  systems  are  unacceptable  and 
burdensome  to  both  internal  and  external  stakeholders.    For  example,  taxpayers 
and  the  IRS  are  drowning  in  paper  and  needless  correspondence.   All  too  often 
taxpayer  problems  that  should  be  resolved  in  minutes,  hours  or  days  linger  on  for 
weeks,  months  or  years.    No  matter  how  you  measure  it,  this  is  becoming 
unacceptable  to  our  customers.    Let  me  provide  a  few  examples. 

•  Before  TSM  began,  an  IRS  employee  assisting  a  taxpayer  had  very 
little  if  any  taxpayer  account  information  readily  available.    The  time  it  took  to  get 
the  necessary  information  to  resolve  a  simple  problem  was  far  too  long  for  any 
customer  service  organization.    If  a  taxpayer  who  filed  at  our  Austin  Service 
Center,  for  example,  moved  to  New  York  and  contacted  the  local  IRS  office  about 
a  bill  or  notice,  the  new  office  would  not  have  the  taxpayer's  account  information 
readily  available.    Some  information  could  be  requested  and  secured  within  48 
hours.    Other  account  information  would  require  two  weeks  or  more.    If  the  actual 
tax  return  document  was  necessary,  this  process  could  easily  take  up  to  forty-five 
days  or  longer. 

•  One  of  IRS's  primary  functions  is  to  input  or  capture  tax  return  data 
and  other  information  provided  by  individuals  and  businesses.    For  example,  when 
you  file  your  return  or  write  us  a  letter,  or  a  revenue  agent  writes  a  report 
proposing  tax  adjustments,  we  have  to  extract  the  information  needed  to  verify  the 
accuracy  of  the  data  reported  or  to  take  other  appropriate  action  (e.g.,  to  compute 
the  amount  of  your  refund,  to  answer  the  question  you  asked,  or  to  determine  the 
amount  of  additional  tax  we  think  you  owe).    At  present,  almost  all  of  these  efforts 
are  manual.    Quite  literally,  someone  has  to  read  a  return  and  manually  key  about 
40  percent  of  the  information  into  the  computer  system.    The  rest  is  not  captured; 
the  only  place  we  can  find  it  is  on  thfe  paper  tax  return,  which  is  filed  along  with 
hundreds  of  millions  of  other  paper  documents.    Likewise,  someone  has  to  key 
enter  information  from  your  letter  into  the  computer  systems,  or  leave  the 
information  where  it  was    -  on  the  paper  IRS  received. 

Subsequently,  we  store  the  captured  account  data  on  magnetic  disk  for 
batch  processing  and  electronic  access.    Until  we  began  to  install  TSM,  our 
employees  had  to  contact  our  Martinsburg  Computing  Center  for  copies  of 
taxpayer  account  transcripts  to  respond  to  customer  inquiries.    It  took  24  to  48 
hours  to  obtain  the  needed  transcript.    Through  TSM  enhancements,  key  portions 
of  the  transcribed  data  are  now  available  for  electronic  retrieval  by  authorized 
taxpayer  service  and  other  employees  who  need  the  information  to  do  their  jobs. 
However,  the  amount  and  scope  of  tax  data  available  on-line  is  still  limited. 

•  We  rely  heavily  on  matching  the  one  billion  information  documents 
(W-2s  and  1099s)  filed  by  payers  with  tax  returns  to  verify  the  accuracy  of  income 
data  reported.   Through  such  computer  matching,  we  sent  3.8  million  taxpayers 
underreporter  notices  involving  potential  tax  liabilities  of  $1.8  billion  during  1992. 
We  also  made  1.5  million  nonfiler  contacts  with  potential  tax  liabilities  of  $1.6 
billion.    However,  these  matching  programs  are  delayed  each  year  due  to  our 
continued  receipt  of  large  volumes  of  paper  returns,  delays  in  the  receipt  of  the 
wage  information  from  external  sources,  and  the  limited  capacity  of  our 
computers.    It  takes  15-18  months  to  identify  reporting  discrepancies  and  to  issue 
taxpayer  notices.   This  delay  is  due  to  our  computers  being  up  to  full  capacity 
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during  the  filing  season  and  the  time  required  to  process,  perfect  and  correlate  all 
the  paper  and  electronic  information  and  match  it  with  the  taxpayer's  account.    A 
more  timely  approach  would  increase  our  collections  and  reduce  our  growing 
accounts  receivable. 

The  length  of  time  it  now  takes  to  identify  taxpayers  who  have  potentially 
underreported  their  income  and  to  contact  them  to  resolve  the  discrepancy,  we 
believe,  erodes  the  efficiency  of  this  program.    By  the  time  the  taxpayer  gets  a 
letter  from  us  on  this  problem  it  is  almost  two  years  since  that  taxpayer  filed  their 
return  and  chances  of  collecting  from  the  taxpayer  are  significantly  lowered.    We 
expect  that  the  effectiveness  of  our  underreporter  program  could  be  significantly 
increased  if  a  taxpayer  could  be  contacted  sooner  --  when  their  records  are  readily 
available  and  the  issues  fresh  in  their  mind. 

•  Additionally,  the  IRS  has  substantial  cash  management  responsibilities 
-  the  receipt  and  disbursement  of  funds.    While  we  receive  and  deposit  $1.3 
trillion  annually,  only  $3  billion  is  through  electronic  funds  transfer.    The  balance  of 
these  receipts  is  collected  through  the  various  paper-based  systems.    Most  of  the 
cash  management  activities  are  paper-driven  (i.e.,  an  avalanche  of  payment 
coupons  and  checks).    For  example,  we  issue  approximately  $100  billion  in  refunds 
by  way  of  89  million  checks  issued  through  the  Treasury  Financial  Management 
System. 

•  Innumerable  dealings  occur  between  IRS  and  taxpayers  each  year. 
We  initiate  most  of  them  by  way  of  computer  generated  bills  or  notices.    However, 
other  than  identifying  the  items  or  dollars  involved,  we  currently  lack  the  ability  to 
tailor  these   communications  to  a  particular  taxpayer  or  their  circumstances.  Also, 
our  ability  to  associate  information  provided  by  taxpayers  in  response  to  these 
notices  has  been  paper  driven.    As  a  result,  our  ability  to  take  timely  action  -  our 
ability  to  "stop  the  computer"    -    even  after  we  get  what  we've  asked  for,  is 
inadequate.    For  example,  a  taxpayer  often  receives  a  balance  due  notice  after  IRS 
has  already  received  a  payment,  thus  adding  to  misunderstandings  and  frustrations 
in  dealing  with  IRS. 


III.        Planning  for  TSM 

Our  challenge  is  to  carefully  balance  two  critical  factors  as  we  proceed  with 
the  task  of  modernizing.    First,  we  must  maintain  our  existing  systems  and  manage 
the  transition  smoothly.    We  cannot  simply  "shut  down"  for  a  couple  of  years  and 
then  start  up  with  all  new  systems.    Second  is  the  sheer  magnitude  of  our  tax 
system.    The  number  of  tax  returns  and  tax  related  documentation  filed  with  the 
IRS  is  growing  at  a  proportional  rate  greater  than  planned  future  staffing  levels. 
Therefore,  without  adequate  technology  the  Service  will  be  unable  to  handle  an 
increasing  workload,  maintain  adequate  audit  coverage  rates  or  provide  an 
adequate  level  of  customer  service. 

TSM  began  in  1987  when  IRS  was  still  recovering  from  the  1985  filing 
season  in  which  software  problems  in  conjunction  with  insufficiently  sized 
hardware  and  lack  of  a  fallback  system,  caused  major  delays  in  processing  returns. 
As  a  result,  the  Federal  Government  paid  $15.5  million  in  interest  to  taxpayers 
because  refunds  were  delayed.    We  realize  from  this  experience  that  we  must  be 
willing  to  invest  what  is  necessary  to  run  our  old  and  new  systems  in  parallel  and 
convert  to  new  systems  incrementally.    Through  extensive  testing,  we  now  ensure 
ourselves  that  any  new  system  functions  properly,  our  employees  are  adequately 
trained,  and  the  risks  of  failure  are  minimized  before  we  implement  components  of 
a  new  system. 
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Based  on  our  own  lessons  learned  from  past  modernization  attempts  and 
analyses  of  other  public  and  private  sector  modernization  efforts,  we  know  that  to 
do  the  job  right  a  considerable  investment  must  be  made  in  defining  where  we  are 
going,  specifying  how  to  get  there,  developing  a  framework  for  managing  the 
program,  and  determining  how  to  minimize  potential  risks. 


Involving  IRS  Business  Functions 

It  is  true  that  our  initial  TSM  plans  were  conceived  with  a  focus  on  how  we 
could  better  employ  technology  to  improve  current  IRS  business  operations. 
However,  our  information  systems  organization  led  the  effort  and  the  business 
functions  -  IRS'  service,  processing  and  enforcement  organizations  -  played  a  role 
that  was  somewhat  limited.    Field  organizations  were  interviewed  to  gather  the 
necessary  data  and  were  consulted  in  the  development  of  the  new  ways  of  doing 
business,  but  they  were  not  charged  with  the  responsibility  for  these  changes. 

One  of  the  greatest  challenges  we  faced  was  moving  the  business  functions 
into  an  ownership  position  to  lead  the  effort;  to  fully  leverage  new  systems 
concepts  and  technology;  and  to  accept  the  responsibility  for  achieving  the 
benefits  these  new  systems  have  to  offer.    Understanding  the  need  to  place 
greater  emphasis  on  business  aspects,  we  established  the  TSM  Program  Manager 
position,  and  filled  it  with  a  senior  executive.    The  TSM  Program  Manager  has  full- 
time  responsibility  for  assuring  that  our  information  delivery  systems  and  our 
business  systems  are  integrated  and  complimentary,  and  for  assuring  that  IRS' 
business  operations  take  full  advantage  of  the  opportunities  that  technology 
provides  to  transform  tax  administration. 

Today,  I  am  happy  to  report  IRS'  business  functions  recognize  that  Tax 
Systems  Modernization  is  fundamental  to  our  overall  business  strategy.    Business 
operations  people  are  now  fully  engaged  in  developing  new  ways  of  doing  business 
and  we  are  evaluating  ourselves  on  how  well  we  are  doing    -  how  well  we  plan  for, 
manage,  and  utilize  the  capabilities  that  new  technology  offers  to  the  organization. 

The  involvement  of  business  function  managers  in  key  roles  of  the 
modernization  is  essential.    Top  operations  executives,  including  assistant 
commissioners,  regional  commissioners,  and  district  and  service  center  directors, 
now  participate  in  the  major  decision  making  groups  related  to  the  modernization 
effort.    Field  executives  serve  as  site  executives  for  various  TSM  projects,  adding 
the  perspective  of  a  real  work  environment.    They  validate  the  business  value  of 
the  projects  and  certify  readiness  for  implementation. 

During  the  past  year,  virtually  all  top  IRS  executives  have  spent  countless 
hours  working  together  to  plan  and  prepare  for  the  monumental  changes,  enabled 
by  TSM,  in  the  way  we  will  do  our  work.    Included  in  these  efforts  are  executives 
who  oversee  operations,  information  systems,  human  resources  and  finance.    We 
have  forged  a  partnership  as  we  pursue  these  goals.    We  realize  we  cannot  achieve 
Tax  Systems  Modernization    -  cannot  bring  about  the  improvements  we  want  - 
unless  all  of  our  efforts  are  synchronized. 

We  also  know  that  one  of  the  most  important  aspects  of  modernizing  the 
tax  administration  system  involves  "people  issues,"  not  just  computers.    Human 
resource  issues  are  now  addressed  in  a  plan  that  assesses  training  needs, 
organizational  structure,  rewards  and  recognition  systems,  and  workflow.    This 
plan  offers  a  framework  for  dealing  with  issues  such  as  retraining,  recruitment  and 
job  redesign.   We  are  redesigning  and  enhancing  our  training  programs  to  provide 
employees  with  the  knowledge  and  skills  they  will  need  to  operate  in  the  new 
environment.    New  training  courses  will  offer  an  integrated  curriculum  in  tax  law, 
accounting,  economics  and  financial  analysis,  information  system  technologies, 
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and  a  host  of  other  classes  necessary  to  deliver  our  new  vision  of  tax 
administration. 

A  Vision  for  the  Future 

While  the  Internal  Revenue  Service  has  been  setting  goals  and  objectives  for 
several  years  through  a  strategic  management  process,  only  recently  has  It 
articulated  a  vision  for  the  future  and  committed  that  vision  to  paper.    The  vision 
statement  is  a  logical  extension  of  the  following  three  objectives: 

•  Dramatically  Reduce  the  Burden  on  Taxpayers    At  present,  our  business 
approach  and  systems  require  taxpayers  to  engage  in  protracted  dealings  with 
numerous  IRS  employees,  largely  by  way  of  correspondence  and  face-to-face 
meetings.    New  procedures  facilitated  by  Tax  Systems  Modernization  will  permit  us 
to  minimize  the  time,  number  of  contacts,  and  correspondence  it  takes  to  resolve 
taxpayer  inquiries. 

•  Generate  substantial  additional  revenue  through  improved  voluntary 
compliance    We  are  changing  the  way  we  approach  our  compliance  activities.    We 
are  devising  voluntary  compliance  strategies  that  combine  more  sophisticated 
enforcement  actions  with  more  aggressive  and  effective  education  and  outreach. 
In  addition,  we  will  continue  our  attempts  to  simplify  IRS  regulations,  forms, 
procedures,  and  therefore,  the  tasks  faced  by  taxpayers  in  dealing  with  those 
areas.    It  is  our  responsibility  to  generate  and  endorse  legislative  and  regulatory  tax 
simplification  proposals.    Reducing  the  complexity  of  our  tax  laws  equals  better 
understanding  and  enhanced  compliance  for  our  customers. 

•  Achieve  significant  quality-driven  productivity  gains  throughout  the  IRS    At 
present,  the  IRS  spends  enormous  sums  each  year  processing  paper,  reworking 
errors,  maintaining  outdated  equipment,  patching  together  systems,  and  pursuing 
enforcement  efforts  through  correspondence  with  taxpayers.    We  can  avoid  many 
of  the  costs  and  achieve  substantial  quality-driven  productivity  gains  by 
modernizing  our  computers  and  telecommunications  equipment,  by  empowering 
IRS  employees,  and  by  changing  the  way  we  do  business. 


IV.        Reinventing  IRS 

Our  earliest  plans  for  TSM,  which  were  completed  in  the  late  1980s,  were 
intended  to  work  within  IRS'  existing  organizational  structure  and  across  existing 
functional  lines  -  Returns  Processing,  Examination,  Collection,  Taxpayer  Service 
and  Criminal  Investigation.    No  changes  to  the  existing  service  center  structure  or 
functions  were  envisioned  as  TSM  was  implemented  during  the  1990s.    However, 
in  early  1992,  based  on  the  increased  involvement  of  our  business  functions  and 
with  the  strong  encouragement  of  the  Congress,  the  GAO  and  the  National 
Research  Council,  we  began  to  consider  whether  these  plans  fully  utilized  the 
potential  of  TSM.    We  went  back  to  the  drawing  board  and  decided  to  look  at  how 
we  needed  to  do  work  and  how  we  should  best  organize  to  accomplish  that  work. 
In  short,  we  started  to  look  at  how  we  could  reinvent  the  Internal  Revenue  Service. 


Core  Business  Systems 

The  IRS  traditionally  has  been  organized  functionally,  which  has  resulted  in 
"stovepipe"  organizations  such  as  Examination,  Collection,  and  Taxpayer  Service. 
These  types  of  structures  provide  stability,  but  are  not  adaptive  or  flexible  in  a 
changing  environment.   We  reexamined  how  the  business  logically  fits  together 
and  how  current  operations  needed  to  be  changed  in  the  future.    We  determined 
that  IRS  activities  could  be  grouped  into  five  basic  core  business  systems. 
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•  Value  Tracking  -  Obtain  accurate  and  timely  information  on  what  our 
customers  and  stakeholders  value  in  the  tax  administration  system; 

•  Educating,  Assisting,  Informing  -  Provide  correct,  timely,  usable 
information  and  assistance  to  all  who  need  it  to  facilitate  compliance 
with  the  law  and  understanding  of  the  tax  system; 

•  Managing  Accounts  -  Process  routine  transactions  and  provide  for  the 
creation,  maintenance  and  security  of  accurate  account  and  revenue 
information  which  is  accessible  to  authorized  persons; 

•  Ensuring  Compliance  -  Ensure  taxpayers  have  every  opportunity  to 
meet  their  tax  obligations  and  comply  with  the  requirements  of  the  tax 
administration  system;  and 

•  Resourcing  -  Timely  obtain,  develop  and  manage  human, 
technological,  physical,  and  financial  resources  that  will  be  allocated 
to  activities  which  add  the  most  value  for  the  customer. 

Recognizing  that  it  is  not  possible  to  make  these  massive  changes  from  the 
bottom  up,  we  have  selected  executive  owners  for  our  Core  Business  Systems.  I 
will  be  discussing  their  roles  later  in  my  statement. 

Business  Organization  Studies 

Almost  a  year  ago,  we  asked  a  group  of  our  most  imaginative  thinkers  to 
review  our  current  organizational  structures  in  order  to  identify  opportunities  which 
exploit  the  combined  potential  of  our  core  business  system  and  quality  approaches, 
coupled  with  the  new  TSM  information  technology.    We  charged  them  to  push 
past  current  thinking  -  to  move  beyond  the  functional  limitations  of  the  current 
organization  and  define  a  better  way  of  delivering  service,  influencing  compliance, 
and  administering  the  tax  system. 

In  short,  we  urged  them  to  reinvent  how  we  do  business;  to  redefine 
methods  of  operating  that  exceed  the  incremental  improvement  horizons  --  to 
identify  new  methods  of  operating  that  provide  major  breakthroughs  in  the  ways 
IRS  encourages  and  enforces  compliance,  reduces  the  burden  on  taxpayers  who  try 
to  comply  with  the  tax  laws;  and,  in  overall  terms,  improves  our  service  to  our 
customers  and  increase  our  productivity.   They  have  taken  this  effort  seriously  and 
many  new  concepts  have  emerged  from  the  effort.    Although  these  concepts 
require  more  definition  and  hard  thinking  on  how  they  can  be  achieved,  in  the 
aggregate  they  provide  an  incredibly  rich  set  of  improvement  opportunities. 

We  are  engaged  in  extensive  discussions  with  the  new  Administration  to 
solicit  their  ideas  about  our  redefinition.    We  should  be  in  a  position  to  share  our 
approaches  and  secure  the  advice  and  help  of  this  Subcommittee  in  the  near 
future. 

In  general  terms  what  we  will  describe  to  you  is  a  direction  characterized  by: 

•  A  cross-functional  organizational  structure  built  around  one-stop 
taxpayer  access  by  telephone,  rather  than  a  multi-stop, 
correspondence-driven  functional  organization; 

•  A  system  that  provides  instant  access  to  all  relevant  information, 
allowing  us  to  significantly  reduce  the  time  it  takes  to  close  routine 
issues  and  errors  on  returns; 
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A  tax  information  and  processing  system  that  supports  complete, 
Integrated  and  multi-year  taxpayer  files  rather  than  the  piecemeal, 
free-standing  systems  now  in  place; 

Compliance  programs  designed  to  provide  a  comprehensive  approach 
to  the  needs  of  taxpayer  market  segments  leading  to  a  voluntary 
compliance  rate  well  in  excess  of  90  percent; 

A  dramatic  reduction  in  paper  submissions  of  any  kind  through  both 
receipt  of  more  than  80  million  electronically  filed  returns  and 
electronic  payments; 

Geographic  flexibility  in  location  of  employees  and  operations  through 
electronic 


•  An  interdisciplinary  workforce  ready  to  address  a  range  of  taxpayer 
issues;  and 

•  A  highly  skilled  and  empowered  workforce  with  superior  computer 
skills,  detailed  knowledge  of  tax  law,  and  outstanding  interpersonal 

skills. 

Responsibilities 

Our  Core  Business  Systems  Owners  (CBSOs)  along  with  the  other  senior 
executives  are  responsible  for  defining  the  business  requirements,  managing  the 
long-term  process  of  realigning  business  functions,  and  transitioning  the  business 
decisions  into  reality.    The  CBSOs  decide  the  direction  for  the  business  processes, 
own  the  requirements,  and  drive  the  decisions;  assess  the  capacity  of  the 
organization  to  accomplish  the  work  and  set  priorities;  and  determine  timing. 

The  Chief  Information  Officer  is  responsible  for  designing,  implementing,  and 
maintaining  information  systems  necessary  to  meet  the  business  requirements. 
This  means  ensuring  that  the  technology  is  available  to  provide  the  right 
information  to  the  right  people  at  the  right  time.    The  Chief  Financial  Officer  is 
responsible  for  human  resources  planning,  budgeting  and  procuring  the  systems 
and  services  necessary  for  achieving  TSM. 

The  responsibility  of  the  TSM  Program  Manager  has  been  expanded  to 
ensure  overall  management  and  accountability  for  TSM  as  the  service  transitions  to 
TSM.    This  includes  marrying  the  technological,  human  resources  and  business 
components. 

Communicating  planned  changes  throughout  the  organization  is  considered 
essential.   We  have  enhanced  our  internal  communications  capability  and  are 
developing  a  Servicewide  communications  Strategy  to  ensure  that  our  employees 
fully  understand  and  have  input  to  the  process.    We  are  also  formulating  a  new 
Servicewide  training  strategy  to  develop  the  skills  needed  for  the  future. 

V.         Project  Accomplishments  to  Date 

The  initial  plans  for  TSM  were  developed  before  we  really  considered  the 
changes  in  business  operations  being  contemplated  today.    But,  after  careful 
analysis,  we  find  that  our  plans  are  flexible  enough  to  accommodate  changes  in 
our  overall  business  and  organizational  structure.    For  that  reason,  we  have  been 
able  to  continue  our  development,  testing  and  implementation  of  planned  TSM 
projects  without  any  significant  delays.    A  number  of  our  TSM  projects  are  already 
producing  benefits  to  the  taxpayer.    For  example: 
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•  Corporate  Files  On-Line  (CFOL)    Information  provided  by  our  CFOL 
project  has  kept  3.3  million  taxpayers  nationwide  from  facing  needless  delays, 
unnecessary  notices  and  hassles  with  the  IRS  since  1990.    With  CFOL,  our 
employees  have  improved  access  to  taxpayer  information,  eliminating  the  need  to 
spend  weeks  trying  to  locate  the  right  tax  return  or  a  previous  letter,  or  to  call  back 
the  taxpayer  requesting  information  that  IRS  has  already  been  provided. 

Before  CFOL,  taxpayers  had  to  write  to  one  of  ten  IRS  service  centers  when 
they  needed  an  actual  copy  of  their  tax  return.    Depending  on  where  the  tax  return 
was  stored,  it  was  not  unusual  for  the  taxpayer  to  wait  4  to  8  weeks  to  receive 
the  actual  copy.    Now  CFOL  provides  an  alternative  for  many  of  these  requests. 
Using  CFOL,  we  are  able  to  immediately  furnish  a  printout  of  information  from  the 
taxpayer's  return  that  contains  most  of  the  data  shown  on  the  return  and 
frequently  can  be  used  in  lieu  of  an  actual  copy.    Because  we  can  offer  these 
printouts  quickly,  and  because  they  reflect  needed  information,  some  government 
agencies,  colleges  and  universities,  and  private  sector  businesses  are  willing  to 
accept  them  in  lieu  of  a  copy  of  a  tax  return  in  order  to  provide  faster  service  to 
their  customers. 

Recently,  Hurricane  Andrew  and  Iniki  disaster  victims  received  loans  needed 
to  help  them  get  back  on  their  feet  one  to  two  months  faster  because  the  Small 
Business  Administration  accepted  our  CFOL  printouts  in  lieu  of  a  copy  of  the  tax 
return.    Mortgage  companies  are  able  to  close  loans  weeks  sooner  for  new  home 
buyers  or  refinancing  applicants  because  our  CFOL  printouts  contain  accurate 
information  needed  to  complete  the  transaction. 

•  Toil-Free  Terminals    Over  800  additional  computer  terminals  have 
been  placed  in  our  toll-free  call  sites.    These  terminals  are  necessary  to 
electronically  access  the  taxpayer  information  CFOL  provides.    Having  access  to 
this  data  helps  us  to  resolve  taxpayer  account  issues  the  first  time  a  taxpayer  calls 
-  increasing  the  level  of  one-stop  service  to  our  customers.     We  no  longer  have  to 
call  the  taxpayer  back  or  write  them  later.    Currently,  we  are  resolving  almost  84% 
of  account  inquiries  on-line,  while  the  taxpayer  is  on  the  telephone.   With 
additional  TSM  technology,  we  will  be  able  to  significantly  increase  this  service. 

•  Automated  Inventory  Control  System  (AlCS)    Through  AlCS  now 

being  piloted  at  our  Fresno  Service  Center,  we  are  able  to  use  an  automated 
system  to  control  correspondence  for  the  first  time  by  assigning  a  unique  number 
to  each  piece  of  taxpayer  correspondence  so  that  the  status  can  be  monitored  and 
the  issue  resolved  timely.    This  eliminates  the  common  burden  of  having  taxpayers 
write  numerous  letters  to  resolve  an  issue  with  their  account.    Since  all 
correspondence  from  a  particular  taxpayer  can  be  associated  and  timely  routed  to 
the  appropriate  IRS  function  for  action,  we  don't  waste  our  resources  or  annoy 
taxpayers  by  sending  multiple  letters  on  the  same  issue. 

•  Telephone  Routing  Interactive  System  (TRIS)    TRIS  is  currently  being 
piloted  in  our  Cleveland  District  Office.   This  project  supports  the  concept  of  one- 
stop  telephone  service.    TRIS  will  provide  an  automated  routing  system  that 
permits  callers  to  direct  themselves  to  the  appropriate  source  of  assistance.    Also, 
TRIS  will  enable  some  taxpayer  inquiries  to  be  resolved  by  an  automated  system 
without  an  actual  IRS  employee  intervening.    With  the  introduction  of  an 
automated  routing  system,  there  will  be  less  need  to  manually  route  incoming  calls 
and  employees  can  spend  more  time  providing  more  substantive  assistance. 

•  Automated  Installment  Agreements   In  a  limited  test  at  our  Laguna 
Niguel  District,  we  are  automating  the  installment  agreement  process.   Taxpayers 
that  meet  test  criteria  are  notified  that  they  may  be  eligible  to  pay  their  delinquent 
taxes  in  monthly  payments.    Through  a  special  telephone  number  that  we  provide, 
an  automated  interactive  system  walks  these  taxpayers  through  a  series  of 
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questions  that  are  answered  utilizing  a  touch-tone  telephone.   This  allows  us  to 
verify  the  taxpayer's  qualifications  and  to  establish  the  payment  plan  without 
human  intervention. 

This  system  provides  a  convenient  way  for  delinquent  taxpayers  to  meet 
their  tax  obligations.    At  the  same  time,  it  helps  Laguna  Niguel  handle  cases  that 
otherwise  may  not  have  been  worked  by  a  tax  examiner  due  to  higher  priority 
assignments.    So  far,  this  limited  test  has  enabled  us  to  enter  into  about  300 
installment  agreements  for  the  payment  of  approximately  $700,000  of  delinquent 
accounts  receivable. 

•  Automated  Underreporter  (AUR)    Based  on  the  success  at  the  Ogden 
Service  Center,  we  hope  to  roll-out  the  AUR  system  to  an  additional  five  service 
centers  by  the  end  of  this  fiscal  year.    The  AUR  system  automatically  matches 
wages  and  other  income  with  the  taxpayer's  tax  account  information  to  determine 
if  they  reported  their  income  correctly.    The  test  at  the  Ogden  Service  Center 
produced  an  85%  improvement  in  our  ability  to  timely  associate  taxpayer 
responses  to  IRS'  underreporter  notices  with  case  files.    AUR  also  reduces  the 
number  of  invalid  or  incorrect  notices  sent  to  taxpayers  and  provides  data  for  IRS 
assistors  to  help  those  who  have  questions.    Tax  examiners  are  able  to  reduce  the 
average  time  they  expend  on  each  case,  thereby  reducing  our  cost  of  operations  by 
millions  of  dollars. 

•  Totally  Integrated  Examination  System  (TIES)  TIES  was  developed  to 
provide  Examination  employees  with  automated  information  and  tools  necessary  to 
perform  their  jobs  as  tax  auditors,  tax  examiners,  and  revenue  agents.  The  system 
is  being  tested  by  tax  auditors  in  the  Dallas  District  Office  and  tax  examiners  in  the 
Ogden  Service  Center.  It  automates  tax  computations,  better  organizes  the 
examination,  and  makes  additional  information  available  to  the  examiner  with  a 
reduction  of  up  to  10%  in  time  spent  performing  an  average  audit. 

The  TIES  system  also  has  a  major  taxpayer  burden  reduction  impact  by 
decreasing  the  calendar  time  required  to  complete  examinations  by  as  much  as 
several  months.    It  also  enables  taxpayers  to  know  exactly  what  is  owed  at  the 
conclusion  of  the  examination,  thus  affording  them  the  opportunity  to  pay  the  tax 
liability  and  stop  the  accrual  of  interest.    This  system  further  ensures  that  all  taxes, 
interest,  and  penalties  are  computed  correctly.    The  increased  clarity  of  the 
information  provided  to  taxpayers  concerning  audit  results  should  also  enhance 
future  voluntary  compliance. 

•  Intecrated  Collection  System  (ICS)     ICS  automates  the  assignment 
and  management  of  active  collection  cases.    Revenue  officer  cases  are 
downloaded  to  lap  top  computers  that  can  be  used  during  field  visits.    The 
software  provides  for  case  histories  and  supporting  computations,  such  as  interest 
accruals.    In  the  office,  requests  for  financial  statements  and  levy,  lien  or  other 
support  are  also  serviced  from  the  ICS  system  in  preparation  for  subsequent  field 
visits.    The  system  also  provides  management  information.    ICS  is  being  tested  In 
our  New  Orleans  District  Office  to  gauge  the  potential  impact  of  large-scale 
implementation. 

Our  revenue  officers  are  enthusiastic  about  this  system.    They  feel  more 
professional  and  are  pleased  that  they  can  extend  their  effectiveness  through  use 
of  the  computer.    This  capability  also  enables  us  to  contact  taxpayers  earlier  and 
gives  us  access  to  more  current  information  than  under  the  traditional  process. 
Taxpayers  have  more  confidence  that  the  information  they  are  being  given  about 
their  account  is  indeed  current  and  correct  resulting  in  quicker  disposition  of  cases. 

•  Intecrated  Case  Processing  (ICP)   IRS  has  begun  the  process  to 
integrate  the  plans  for  projects  developed  specifically  to  address  the  needs  of 
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individual  IRS  organizations,  such  as  Examination,  Collection,  Taxpayer  Service  or 
Criminal  Investigation.    Based  on  recommendations  from  GAO  and  other  oversight 
organizations,  we  assessed  the  need  and  continued  cost  effectiveness  of  interim 
projects.    iCP  was  established  to  integrate  these  projects  and  to  provide  us  the 
capability  of  assembling  all  current  taxpayer  information  in  one  electronic  case 
folder  accessible  by  authorized  users  through  a  universal  workstation.    The  ICP 
system  will  enable  employees  to  increase  their  productivity  and  perform  higher 
quality  work.    With  all  the  information  available  to  the  end  user,  the  employee 
should  be  able  to  resolve  all  issues  and  concerns  of  taxpayers  at  the  point  of  initial 
contact. 

As  part  of  this  effort,  the  Totally  Integrated  Examination  System,  Integrated 
Collection  System,  Automated  Underreporter,  and  an  Automated  Criminal 
Investigation  projects  are  being  incorporated  under  the  ICP  umbrella.    Corporate 
Files  On-Line  and  the  Automated  Inventory  Control  System  also  support  Integrated 
Case  Processing. 

Interim  project  development  has  been  frozen  and  the  individual  projects  will 
be  rolled  out  to  locations  beyond  their  planned  prototype  locations  only  if  the 
business  case  is  justified.    In  addition,  project  roll-outs  will  be  coordinated  to 
minimize  the  cost  of  software  development,  telecommunications,  facilities,  and  site 
support.    Using  the  ICP  approach,  capabilities  can  be  delivered  to  the  end  user 
earlier  than  originally  projected  at  a  lower  total  cost. 

Alternative  Filing  Methods 

We  have  made  great  strides  in  providing  our  customers  with  alternatives  to 
filing  paper  tax  returns  and  payments.    Through  TSM  projects  such  as  Electronic 
Filing  (ELF),  TeleFile,  1040PC  and  others,  our  goal  is  to  provide  taxpayers  a  variety 
of  alternative  filing  methods,  all  of  which  are  designed  to  reduce  taxpayer  burden, 
reduce  errors,  and  increase  our  processing  efficiency. 

•  Electronic  Filing    Electronic  filing  allows  taxpayers  to  provide  their  tax 

return  information  to  a  third  party  processor,  usually  a  tax  preparer  or  in  some 
cases  a  Volunteer  Income  Tax  Assistance  (VITA)  worker,  who  transmits  the 
information  for  them  to  the  IRS  through  a  computer  linkage.    The  returns  received 
electronically  have  lower  error  rates  and  get  speedier  refunds  than  paper  returns; 
and  we  do  not  incur  the  labor  costs  to  manually  enter  the  information  into  our 
computer  system.    To  the  extent  there  are  errors,  they  are  almost  always  resolved 
within  a  matter  of  days  after  filing  in  contrast  to  errors  on  paper  returns  that  can 
take  weeks  to  resolve.    Also,  refunds  issued  through  direct  deposit  result  in  faster 
availability  for  the  taxpayer  and  eliminate  paper  check  processing  for  the 
government.    During  1993,  we  expect  to  receive  almost  13  million  electronic 
returns. 

Although  we  are  very  pleased  with  the  public  acceptance  of  electronic  filing, 
we  recognize  that  there  are  people  out  there  that  will  try  to  cheat  the  system  to 
obtain  false  refunds,  just  as  there  are  for  paper  tax  returns.    While  ELF  fraud  is  a 
very  real  problem  for  us,  let  me  put  it  in  perspective.   Through  February,  we 
received  over  37  million  individual  returns,  of  which  9  million  were  filed 
electronically.    We  issued  $17  billion  in  refunds,  $9.5  billion  of  which  were  through 
ELF  direct  deposit.    During  the  same  period,  we  identified  1,600  ELF  questionable 
refunds  and  prevented  the  issuance  of  the  refund  90%  of  the  time.    Of  the  ones 
that  got  by,  the  refund  amounts  totaled  about  $400,000. 

We  are  aggressively  pursuing  steps  to  detect  ELF  fraud  schemes  upfront  and 
are  committed  to  catching  and  prosecuting  all  those  involved.    During  the  past 
three  years,  working  with  the  Department  of  Justice,  we  have  successfully 
obtained  470  criminal  convictions.     This  year,  we  are  working  with  major  return 
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preparers  and  filers  to  identify  potential  ELF  fraud  schemes.    We  have  also 
instituted  additional  up-front  screening,  including  verification  of  names  and  social 
security  numbers;  identification  of  duplicate  social  security  number  use;  and 
identification  of  first-time  filers  that  fit  a  fraud  potential  profile.    We  extended  the 
period  for  reviewing  suspect  returns  prior  to  issuing  a  refund  and  devoted 
additional  staff  to  our  service  center  Questionable  Refund  Detection  Teams.    As 
we  bring  TSM  systems  on-line,  we  expect  to  further  harness  this  sophisticated 
technology  to  detect  and  prevent  fraud. 

•         TeleFile    Another  innovative  approach  to  filing  was  offered  during  the 

1992  filing  season;  approximately  125,000  taxpayers  filed  their  returns  using 
touch-tone  telephones.   TeleFile,  which  was  tested  on  a  limited  basis  in  Ohio,  was 
available  to  certain  taxpayers  who  were  eligible  to  file  a  1040EZ  return.    We  are 
continuing  the  TeleFile  test  in  Ohio  this  year  with  a  major  enhancement. 
Taxpayers  are  using  a  "voice  signature"  at  the  end  of  the  telephone  call  instead  of 
sending  in  a  signature  on  paper.    This  is  an  important  step  in  developing  a 
completely  paperless  return  process  and  reduces  time  and  expense  for  both  the 
taxpayer  and  the  IRS.    So  far  in  1993,  we  have  received  131,000  returns  with 
62,295  utilizing  the  voice  signature  option.    There  are  plans  to  expand  TeleFile  to 
seven  states  in  1994,  subject  to  a  positive  evaluation  of  the  1993  test. 

•  1040PC    Another  filing  alternative  implemented  nationwide  last  year 
was  the  1040PC  return  format.    This  alternative  offers  a  unique  option  to 
taxpayers  and  practitioners  who  use  personal  computer  software  to  prepare  their 
tax  returns.    The  printed  1040PC  format  reduces  a  regular  12  page  return  to  two 
pages.    Returns  filed  in  the  1040PC  format  are  processed  with  fewer  errors  than 
regular  returns  because  they  were  computer  prepared  and  because  they  are  more 
easily  converted  to  computer  readable  data.    There  is  also  less  paper  to  handle, 
less  postage  for  the  taxpayer,  and  a  considerable  reduction  in  storage  costs  for 
IRS.    In  1992,  IRS  --eceived  nearlv  1.5  million  1040PC  format  returns;  so  far  this 
year,  we  have  received  2  million  1040PC  returns. 

•  Federal/State  Electronic  Filing   To  further  reduce  taxpayer  burden,  the 
IRS  and  seven  states  (Kansas,  Maine,  North  Carolina,  South  Carolina,  New  York, 
Wisconsin,  and  West  Virginia)  tested  joint  electronic  filing  of  federal  and  state  tax 
returns  in  1992.    An  additional  eight  states  (Indiana,  Kentucky,  Louisiana, 
Michigan,  Mississippi,  New  Mexico,  Oklahoma,  and  Utah)  are  participating  in 
1993.    Under  joint  electronic  filing,  taxpayers  are  able  to  satisfy  both  filing 
obligations  with  a  single  electronic  transmission  of  their  tax  return  information. 
This  eliminates  the  need  for  preparing  two  separate  returns  and  mailing  them  to 
different  places.    The  proper  taxpayer  information  is  simply  directed  to  the  correct 
destination.    More  than  160,000  state  tax  returns  were  filed  under  this  program  in 
1992,  and  we  estimate  about  900,000  state  returns  will  be  filed  as  a  part  of  the 

1993  program. 

•  Cash  Management  System    The  Cash  Management  System  (CMS)  is 
modernizing  the  processing  of  tax  payments  received  by  the  IRS,  and  helping 
business  taxpayers  receive  quicker  and  more  consistent  account  posting  due  to 
improved  tracking  of  payments.    In  conjunction  with  the  Department  of  Treasury's 
Financial  Management  Service,  we  are  testing  TAXLINK  in  our  Atlanta  Service 
Center.    TAXLINK  is  an  integral  part  of  CMS  and  allows  electronic  filing  of  Federal 
Tax  Deposits  made  by  employers  through  bank  transfer  methods.    This  results  in 
faster  receipt  of  payments  and  more  accurate  postings  to  business  taxpayer 
accounts. 

The  result  is  that  business  taxpayers  avoid  the  problems  of  erroneous 
penalties  and  follow-up  account  resolution.    Furthermore,  IRS  is  not  required  to 
perform  labor-intensive  work  associated  with  receiving,  validating,  balancing  and 
depositing  payments  from  taxpayers.    For  the  future,  IRS  has  adopted  Electronic 
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Funds  Transfer  (EFT)  as  the  preferred  method  for  the  receipt  of  tax  payments.   Our 
plans  call  for  using  a  third  party  payment  processor  or  "lockbox"  for  all  payments 
not  received  through  EFT. 

Mr.  Chairman,  you  will  get  a  first  hand  look  at  the  TAXLINK  test  during  your 
Subcommittee's  visit  to  the  Atlanta  Service  Center  next  month. 

•  Telecommunications    TSM  and  the  related  business  changes  can  only 

occur  If  the  necessary  information  is  available  where  and  when  our  employees 
need  it.    The  telecommunications  infrastructure  is  a  critical  component  of  TSM  -- 
the  backbone  for  the  flow  of  information  throughout  the  entire  organization. 
Without  a  well-defined  telecommunications  system,  TSM  components  will  not  be 
able  to  communicate  with  each  other  nor  assure  the  security  and  privacy  of 
sensitive  taxpayer  data.    So  far  we  have: 

Upgraded  our  computing  center  telecommunications  capabilities 
by  installing  high  speed  interconnections  between  computer 
platforms  within  the  facilities  and  high  speed,  high  volume 
interconnections  between  the  computing  centers  and  service 
centers. 

developed  a  Telecommunications  Tactical  Plan  to  guide  in  TSM 
transition,  which  provides  an  automated  template  for  site 
specific  planning  to  implement  the  telecommunications 
infrastructure; 

awarded  nine  Department  of  Treasury  Telecommunications 
System  (DOTTS)  contracts,  which  provide  important  voice  and 
data  communications  capabilities  for  all  Treasury  Department 
bureaus  and  agencies.    In  addition  to  switching  capabilities, 
DOTTS  will  provide  universal  wiring  required  for  voice  and  data 
transmission  at  IRS  sites; 

issued  a  draft  request  for  proposals  for  the  Service  Center 
Support  System/Telecommunications  Acquisition  (SCSS/TA)  for 
vendor  comments.    The  SCSS/TA  will  provide  a  secure 
communications  hardware  platform  for  the  Service  Center 
Support  System  (SCSS),  which  will  be  discussed  later  in  my 
statement,  and  capabilities  to  allow  information  flow  between 
equipment  provided  by  different  vendors;  and 

established  requirements  for  the  Treasury  Communications 
System  (TCS)  contract  which  is  scheduled  to  be  awarded  in 
May  1993  to  provide  enhanced  and  secure  data 
communications  network  capabilities. 

The  enhancements  already  provided  by  these  TSM  projects,  other  system 
enhancements,  and  other  related  business  changes  have  enabled  us  to  cut  $40 
million  from  our  FY  1992  budget  and  $52  million  from  our  FY  1993  budget  -  $92 
million  in  annual  productivity  savings  already  assessed  against  our  appropriation. 
In  the  next  several  years,  we  expect  to  continue  to  implement  projects  that  provide 
further  benefits  to  the  taxpaying  public  and  produce  government  savings  which 
could  be  applied  to  deficit  reduction  or  to  generate  additional  revenue  through 
enforcement  or  other  Compliance  2000  initiatives. 

VI.       Privacy  and  Security 
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Mr.  Chairman,  as  we  progress  with  TSM,  you  should  know  that  one  of  the 
most  important  areas  of  our  system  design  involves  privacy  and  security 
safeguards. 

There  are  three  objectives  of  our  privacy  protection  program:    minimize 
intrusjveness,  maximize  fairness,  and  satisfy  taxpayer  expectations  of 
confidentiality.    These  three  elements  are  considered  to  be  of  utmost  importance  at 
IRS.    To  ensure  that  taxpayer  information  is  properly  protected  and  addressed  in 
Tax  Systems  Modernization  efforts,  we  have  extensively  examined  our  Servicewide 
privacy  effectiveness  and  compliance  with  both  the  statutory  requirements  and  the 
intent  of  privacy  legislation. 

The  Privacy  Project  was  a  year-long  study  starting  with  a  thorough  analysis 
of  privacy  and  disclosure  legislation  as  well  as  the  administrative  provisions  of 
protecting  and  sharing  information  that  impact  on  tax  administration.    We  also 
analyzed  how  we  protected  taxpayer  financial  information  and  how  that 
information  is  protected  by  State  and  local  agencies.    We  studied  our  information 
systems  safeguards  and  the  standards  for  information  protection  that  we  employ. 
Based  on  this  extensive  research  and  analysis,  we  put  in  place  a  comprehensive 
action  plan  to  bolster  our  effectiveness  in  privacy  protection.    The  plan  has  already 
resulted  in  new  privacy  policies  and  principles  being  adopted,  and  calls  for  many 
improvements  in  our  Privacy  Program  over  the  coming  months.    In  addition,  a 
Privacy  Advocate  position  has  been  established  and  we  are  currently  recruiting  an 
executive  to  fill  the  job. 

Based  on  an  assessment  of  risks,  threats  and  vulnerabilities  of  the  TSM 
program,  the  draft  Security  Architecture  was  issued  in  October  1992.    The 
Security  Architecture  includes  the  results  of  this  assessment  and  outlined  our 
minimum  security  safeguards.    A  more  detailed  Security  Architecture  is  being 
completed  at  the  present  time  and  will  be  finalized  by  this  Fall.    However,  each  of 
our  TSM  projects  are  being  developed  with  security  built  in  from  the  beginning.    All 
projects  must  complete  a  security  certification  before  implementation.    In  addition,  ■ 
Disaster  Recovery  plans  for  the  new  systems  are  currently  being  developed  and 
will  be  finalized  by  this  September. 

VII.  Systems  Architects'  Office 

IRS  has  also  established  a  Systems  Architects'  Office  to  assist  in  managing 
the  technical  components  of  TSM.  This  was  one  of  the  recommendations  made  in 
the  National  Research  Council  report  on  TSM.  We  obtained  special  positions  from 
the  Office  of  Personnel  Management  to  ensure  we  could  recruit  the  best  technical 
talent.  We  have  completed  recruiting  for  the  first  of  the  computer  scientists  to  fill 
the  most  important  positions  in  this  office,  and  are  now  concluding  necessary 
paperwork  to  bring  our  selectees  on  board. 

VIII.  Procurements 

Without  question,  one  of  the  greatest  challenges  to  implementing  a 
modernization  effort  like  TSM  is  to  successfully  conduct  the  many  procurements 
that  make  up  such  a  large  program.    IRS  is  very  proud  of  our  success  in  developing 
and  awarding  the  procurements  already  concluded.    Over  the  last  two  and  a  half 
years,  we  have  awarded  26  competitive  information  systems  contracts  valued   U 
over  $1  million  each.    Although  three  protests  were  filed,  in  one  case  IRS'  awat  < 
decision  was  sustained;  in  the  other  two  instances,  the  protest  was  withdrawn 
before  any  action  occurred. 

Given  the  number  and  size  of  these  procurements,  it  is  a  tribute  to  our  staff 
that  we  have  had  so  very  few  acquisitions  that  have  run  into  difficulties  or  have 
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been  protested  which  would  have  resulted  in  costly  delays.    Two  of  the  major 
contracts  successfully  awarded  'nclude: 

•  Service  Center  Recognition/Image  Processing  Svstenns  (SCRIPS)     On 
February  18,  1993,  we  awarded  the  SCRIPS  contract;  an  $87.7  million  contract 
spanning  a  period  of  eight  years.    SCRIPS  will  acquire  character  recognition  and 
imaging  systems  over  the  next  four  years  for  processing  our  more  simple 
documents,  such  as  Federal  Tax  Deposit  forms,  Information  Returns,  Employment 
Tax  Returns  and  Forms  1040EZ.    IRS  plans  to  acquire  these  systems  over  the  next 
four  years  with  maintenance  and  service  for  an  additional  four  years.    SCRIPS  will 
be  pilot  tested  beginning  in  1994  at  the  Cincinnati  Service  Center. 

•  Federallv  Funded  Research  and  Development  Center  (FFRDC)    On 

March  9,  1993,  IRS  awarded  a  contract  for  the  FFRDC  to  provide  high  level 
technology  assessment  and  strategic  planning  and  acquisition  support  for  TSM. 
The  FFRDC  will  provide  technical  expertise  and  direction  needed  for  TSM,  and  will 
establish  a  TSM  Institute  devoted  exclusively  to  TSM  technical  issues.    The 
contract  awarded  to  a  not-for-profit  consortium  has  a  value  of  up  to  $78.5  million 
over  a  five-year  period. 

We  plan  to  award  other  major  contracts  within  the  next  18  months  that  are 
critical  to  the  continuing  success  of  TSM. 

•  Document  Processing  System  (DPS)    DPS  proposals  are  now  being 
evaluated  and  the  award  is  expected  in  early  1994.    This  system  will  convert 
incoming  paper  to  electronically-stored  images,  provide  us  with  an  automated  data 
capture  capability,  and  permit  us  to  store,  compile  and  update  the  information  from 
our  more  complex  documents.    Retrieval  will  be  accomplished  electronically  with 
instant  access  by  authorized  employees. 

Through  DPS,  the  modification  of  forms,  and  additional  changes  in  the  way 
we  do  business,  we  intend  to  capture  and  make  available  through  automated 
systems  100  percent  of  the  data  submitted  on  tax  forms.    We  expect  that  DPS  will 
offer  a  cost  effective  solution  to  our  current  paper  storage  and  retrieval  problem 
and  provide  us  with  significant  opportunity  to  improve  our  business  operations. 

Taxpayer  benefits  of  DPS  will  include  faster  refunds,  more  timely  responses 
to  inquiries  and  fewer  erroneous  notices.    Labor  savings,  generated  by  eliminating 
paper  handling  throughout  the  entire  tax  processing  system,  could  be  reapplied  to 
revenue  producing  work  such  as  examination  and  collection  or  be  used  to  provide  a 
higher  level  of  customer  service. 

•  Service  Center  Support  Svstem  (SCSS)    SCSS  is  the  largest  single 
procurement  initiative  planned  for  TSM.    SCSS  hardware  and  software  will  replace 
existing  mainframe  computing  capabilities  at  IRS  computing  centers  as  well  as 
provide  the  platform  for  key  TSM  applications.    It  will  provide  capacity  relief  for  the 
current  system  and  support  the  implementation  of  new  and  redesigned  applications 
as  TSM  progresses  toward  full  implementation.    Hardware,  software,  maintenance, 
and  training  services  will  be  acquired  over  a  twelve-year  system  life  through  this 
procurement. 

SCSS  is  currently  projected  for  contract  award  in  late  Fiscal  Year  1994.    We 
anticipate  that  the  initial  system  will  be  installed  in  the  second  quarter  of  Fiscal 
Year  1995. 

•  Corporate  Svstems  Modernization/Mirror  Image  Acquisition 
(CSM/MIA)    CSM/MIA  will  sustain  IRS'  current  tax  and  administrative  applications 
through  the  completion  and  implementation  of  the  redesigned  tax  processing 
systems.    CSM/MIA  will  also  acquire  on-line  and  mass  storage  technologies  and 
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Central  Processing  Unit  resources  to  enable  the  IRS  to  fully  implement  CFOL  which 
IS  enhancing  IRS'  ability  to  provide  improved  rapid  services  to  the  taxpayers. 
Proposals  for  this  effort  are  currently  being  evaluated  and  the  award  will  be  made 
in  early  FY  1994. 

IX.  Supplemental  Request 

Let  me  briefly  mention  the  additional  $148.4  million  contained  in  the  IRS' 
portion  of  the  Administration's  supplemental  request  for  Fiscal  Year  1993.    This 
request  will  fund  procurements  of  computer  and  telecommunications  equipment 
and  services.    Purchases  made  with  these  funds  will  accelerate  Tax  Systems 
Modernization  by  providing  us  with  an  early  acquisition  of  TSM  compatible 
hardware.    In  the  interim  these    purchases  will  help  us  sustain  critical  applications 
that  help  us  manage  accounts  receivable  currently  running  on  outdated  hardware, 
perform  compliance  work  directed  at  reducing  the  tax  gap,  and  support  other 
essential  operations.    The  equipment  and  services  to  be  purchased  with  this 
supplemental  request  will  also  ensure  that  we  can  run  these  critical  applications  in 
parallel  with  new  systems  as  we  transition  to  new  TSM  systems. 

We  fully  understand  that  we  must  satisfy  two  conditions  contained  in  this 
supplemental  request:    the  funds  must  be  obligated  this  year  and  they  must  be 
utilized  for  projects  that  make  good  long-range  sense.    I  believe  we  have  developed 
a  proposal  that  satisfies  both  of  those  basic  conditions  while  providing  the 
economic  stimulus  intended  from  the  package.    The  compilation  of  the  thirteen 
projects  for  which  we  are  requesting  funds  are  attached  to  my  statement. 

X.  Conclusion 

Mr.  Chairman,  TSM  is  well  underway  and  already  producing  measurable 
benefits.    Our  customers  are  receiving  faster  and  more  accurate  service,  tax 
account  issues  are  resolved  more  efficiently,  and  IRS  case  workers  have  improved 
access  to  information  needed  to  perform  daily  tasks.    TSM  is  also  enabling  the  IRS 
to  change  the  way  it  does  business,  to  improve  the  way  we  interact  with  our 
customers,  and  to  increase  the  efficiency  of  our  operations. 

However,  Mr.  Chairman,  I  do  not  want  to  leave  you  with  the  impression  that 
getting  to  this  point  has  been  easy  or  without  problems.    To  assist  us  in  identifying 
our  risks  and  vulnerabilities  we  have  solicited  expert  advice  and  assistance  from 
such  sources  as  the  National  Research  Council  and  the  National  Institute  of 
Standards  and  Technology. 

As  you  know,  TSM  has  also  been  the  focus  of  numerous  Congressional 
hearings  and  GAO  reviews.    We  have  listened  to  our  critics  and  supporters  in 
carefully  developing  our  TSM  plans  and  projects.    Recommendations  offered  by 
external  stakeholders,  coupled  with  our  own  internal  assessments,  have  enabled  us 
to  make  necessary  improvements  alon^  the  way. 

There  are  still  a  number  of  issues  facing  us  as  we  move  forward  with  Tax 
Systems  Modernization.    At  this  time,  I  would  like  to  address  just  a  few. 

Vision    As  I  indicated  earlier,  we  had  not  planned  to  change  the  IRS 
organizational  structure  through  TSM.    However,  we  followed  the  advise  of  the 
GAO  and  others  and  began  crafting  a  vision  which  will  depict  a  new  organizational 
structure  and  leverage  technology  to  change  the  way  IRS  will  conduct  business  in 
the  21st  century. 

Change  is  a  difficult  process,  especially  for  an  organization  which  has 
conducted  business  the  same  way  for  30  years.    Therefore,  it  is  critical  that  we 
effectively  manage  this  change  through  communications.    Once  our  vision  is 
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complete,  we  will  aggressively  communicate  it  to  our  internal  and  external 
customers  to  achieve  their  buy-in.    When  all  stakeholders  are  on  board,  our 
challenge  then  becomes  making  this  vision  a  reality.    For  example,  we  must 
develop  a  transition  plan,  and  ensure  the  technological  components  meet  the  needs 
of  the  business  owners  --  the  true  users  of  the  system. 

Procurement   An  effective  procurement  process  is  essential  to  the  overall 
success  of  TSM.    We  received  a  great  deal  of  advice  and  counsel  on  ways  to 
improve  our  procurement  process  given  that  we  would  be  responsible  for  delivering 
the  procurement  vehicles  necessary  to  acquire  TSM  hardware,  software  and 
services.    To  ensure  that  we  were  in  the  position  to  deliver  large-scale 
procurements,  we  established  an  organization  which  is  led  by  an  Assistant 
Commissioner  for  Procurement  under  our  Chief  Financial  Officer.    The  individual 
chosen  for  this  position  has  exceptional  procurement  management  and  technical 
expertise.    We  have  also  hired  other  procurement  experts  from  within  the  Federal 
government  and  from  the  private  sector  in  order  to  have  the  right  people  available 
to  manage  the  large-scale  procurement  initiatives  required  to  support  TSM. 

We  must  become  more  proficient  in  defining  our  requirements,  specifications 
and  evaluation  criteria.    We  must  continue  to  structure  our  acquisition  vehicles  in  a 
manner  that  provides  flexibility  to  accommodate  the  evolving  requirements  of  the 
business  owners. 

Program  Management    Our  Tax  Systems  Modernization  effort  will  evolve 
from  many  separate  yet  integrated  and  interdependent  projects.    Successful 
management  and  implementation  of  these  individual  projects,  and  the  success  of 
the  TSM  program,  depend  to  a  large  extent  on  the  management,  both  technical 
and  administrative,  of  the  Program  as  a  whole. 

Program  Management  is  defined  as  the  process  of  planning,  directing,  and 
controlling  a  complex  set  of  interrelated  projects  and  activities  that  need  to  be 
coordinated  over  an  extended  period  of  time  to  reach  stated  management 
objectives.    Key  to  this  definition  is  the  concept  of  the  interrelation  of  the  program 
components  --  in  other  words,  Program  Management  is  not  just  the  management 
of  a  set  of  independent  projects. 

Our  challenge  is  to  establish  the  most  effective  Program  Management 
process  at  IRS.    The  involvement  and  interaction  with  an  entire  hierarchy  of 
interested  parties,  or  stakeholders,  must  be  considered  including  customers,  users, 
executive  management,  oversight  organizations,  and  development  staff.    It  is  this 
set  of  issues  and  stakeholders  that  define  the  context  within  which  the  TSM 
Program  must  be  managed. 

Systems  and  Software  Development   TSM  will  require  a  massive  software 
development  effort  as  new  business  processes  are  defined  and  new  systems  are 
designed.   Therefore,  it  is  crucial  that  we  define  our  standards  and  implement  a 
rigorous  Configuration  Management  process.    So  far,  we  have  defined  and 
published  our  first  document  outlining  our  development  standards  so  that  our 
internal  systems  developers  and  our  external  contractors  have  documentation  of 
the  standards  that  apply  to  TSM.    We  must  ensure  that  these  standards  are 
followed  as  systems  are  developed. 

Configuration  Management  provides  a  number  of  standard  processes  and 
procedures  which  assist  managers  in  identifying  and  controlling  changes  to  system 
requirements,  thereby  preventing  unnecessary  cost  and  schedule  growths.    Once 
requirements  are  firmly  identified,  they  are  baselined  and  any  proposed  changes  to 
those  requirements  must  be  justified  through  an  analysis  process.   The 
Configuration  Management  process  provides  a  history  or  audit  trail  of  each  change, 
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along  with  all  of  the  data  associated  with  the  justifications  for  approving  and 
implementing  the  change. 

Configuration  Management  is  essential  for  TSM  because  it  provides 
managers  with  a  structured,  disciplined  environment  that  facilitates  the 
management  of  change  throughout  the  life-cycle  of  a  system.    IRS  must  implement 
a  sound  Configuration  Management  process  to  ensure  that  proposed  changes  to  a 
system,  during  both  development  and  implementation,  are  analyzed  to  reveal  all 
cost  impacts,  technical  merits  and  risks  prior  to  making  a  decision  on  the  proposed 
change. 

Mr.  Chairman,  I  have  touched  on  but  a  few  of  the  challenges  we  are  facing 
and  will  continue  to  encounter  as  we  progress  with  the  Modernization.    We  realize 
there  is  still  a  long  way  to  go.    However,  one  of  the  lessons  we  have  learned  from 
our  experience  to  date  in  TSM  is  that  significantly  changing  the  way  an 
organization  conducts  business  involves  more  than  just  applying  technology  to 
automate  current  programs.    It  requires  careful  examination  of  our  business 
processes  and  determining  how  we  can  leverage  the  benefits  of  the  new 
technology  to  meet  the  growing  expectations  of  our  customers.     We  have  every 
expectation  that  reinventing  the  IRS  with  the  support  of  information  technology 
will  allow  us  to  achieve  our  strategic  objectives  of  significantly  reducing  taxpayer 
burden,  improving  voluntary  compliance  and  increasing  revenue,  and  achieving 
quality-driven  productivity  gains. 

Mr.  Chairman,  this  concludes  my  prepared  remarks,  I  will  be  happy  to 
answer  any  questions  from  you  or  other  Subcommittee  members. 


68-845  0-93-3 
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Mini-Computer  Replacement  $48.2  Million 

Currently,  we  have  in  operation  over  400  mini-computers  that  were 
originally  installed  in  our  district  offices  and  service  centers  during  the  early  1980s. 
This  equipment  does  not  meet  government  standards,  has  become  technologically 
obsolete,  and  is  costing  us  over  $7  million  a  year  to  maintain.    We  depend  on  this 
equipment  to  run  over  3,400  field  applications  that  are  crucial  to  our  Examination, 
Collection  and  Human  Resources  functions.    With  new  equipment,  we  will  be  able 
to  support  consolidation  of  these  applications  into  nationwide  systems  that  are 
uniform  throughout  our  field  organizations. 

To  date,  we  have  not  had  the  financial  resources  to  replace  the  obsolete 
equipment  and  fully  implement  the  necessary  consolidations.    Additional  funding 
from  this  supplemental  would  allow  us  to  purchase  equipment  that  conforms  to 
current  government  and  IRS  standards,  significantly  reduce  our  maintenance  costs 
and  minimize  the  risk  of  systems  failure.    More  importantly,  the  equipment  we 
intend  to  acquire  will  support  all  of  our  TSM  applications.    Therefore,  these  funds 
will  give  us  a  jump  start  on  the  installation  of  our  TSM  architecture. 


Telecommunications  Modernization  $25.3  Million 

The  cornerstone  of  modernization  is  an  efficient  and  effective 
telecommunications  system  that  allows  us  to  provide  the  most  current  information 
to  authorized  employees  on  a  timely  basis.    The  IRS  began  to  upgrade  the 
Consolidated  Data  Network  (CDN)  to  support  TSM  initiatives  in  FY  1992  and  the 
installation  of  equipment  and  circuits  has  continued  during  FY  1993.    Funds 
provided  by  this  supplemental  request  would  allow  us  to  move  forward  at  a  more 
rapid  pace  to  acquire  and  build  important  TSM  telecommunication  infrastructure 
components.    We  intend  to  purchase  equipment  and  software  to  install  universal 
wiring  in  a  number  of  our  field  offices  that  would  provide  vital  information  access 
to  our  case  workers.    Universal  wiring  positions  us  for  TSM  since  it  meets  all 
standards  for  our  TSM  and  security  architecture  and  avoids  the  need  for  costly 
rewiring  whenever  we  install  new  applications. 

Additionally,  the  requested  funds  would  be  used  to  purchase  1,200  modern 
workstations  which  will  replace  obsolete  Integrated  Data  Retrieval  System 
terminals  used  to  access  tax  information.    Taxpayers  and  the  IRS  have  already 
realized  significant  benefits  from  our  Corporate  Files  On-Line  (CFOL)  initiative, 
which  provides  on-line  access  to  taxpayer  account  data.    However,  we  are  limited 
by  the  number  of  TSM-compatible  terminals.    In  addition  to  replacing  outmoded 
equipment,  we  will  expand  the  number  of  workstations  available  to  access  this 
important  information  and  further  improve  our  service  to  the  taxpaying  public.    This 
effort  will  also  expand  our  ability  to  resolve  taxpayer  inquiries  during  their  first 
contact  with  IRS. 


Examination  Automation  $20.6  Million 

The  first  portable  computers  that  the  IRS  purchased  for  our  field  examiners 
in  the  1980s  are  now  obsolete.    We  currently  have  plans  to  replace  10,000  of 
these  16,000  antiquated  machines  with  state-of-the-art  notebook  computers. 
Approval  of  this  supplemental  request  would  not  only  allow  us  to  complete  the 
purchase  of  the  6,000  remaining  notebook  computers  this  year,  it  would  also 
enable  us  to  provide  700  new  desk  top  computers  for  the  agents  who  examine  the 
largest  corporations,  including  those  with  complex  international  issues.   This  new 
equipment  will  provide  more  sophisticated  computer  capabilities,  thereby  allowing 
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an  increase  in  both  the  efficiency  and  effectiveness  of  our  field  personnel.   This 
equipment  will  also  enable  agents  to  receive  information  directly  from  taxpayers' 
computerized  systems  and  will  expedite  analysis  of  sophisticated  accounting  and 
tax  issues. 


Automated  Inventory  Control  System  (AlCS)  $10  Million 

We  are  currently  piloting  a  system  at  our  Fresno  Service  Center  that 
automates  the  tracking  and  controlling  of  taxpayer  correspondence.   Nationwide, 
we  receive  approximately  40  million  pieces  of  correspondence  each  year  from 
taxpayers  who  are  inquiring  about  their  accounts,  trying  to  resolve  a  problem  or 
reporting  critical  account  information.    Over  the  years,  we  have  had  numerous 
complaints  that  we  have  not  been  timely  in  responding  to  such  correspondence.   In 
some  instances,  taxpayers  have  stated  that  they  never  hear  back  from  us  and  must 
write  several  letters  to  get  a  response. 

When  fully  installed,  this  system  will  satisfy  taxpayers'  needs  both  quickly 
and  efficiently.   The  system  allows  us  to  associate  all  correspondence  from  a 
particular  taxpayer,  control  it  by  the  specific  issue,  route  it  to  the  appropriate 
function  for  action  and  ensure  that  it  is  answered  in  a  timely  manner.    Funds 
requested  in  this  supplemental  will  be  used  to  acquire  all  the  remaining 
workstations  and  telecommunications  equipment  required  for  our  Fresno  Service 
Center  and  complete  the  pilot  test  by  early  next  year.    If  the  test  produces  the 
taxpayer  benefits  we  expect,  our  plans  call  for  proceeding  with  nationwide 
installation. 


Automated  Call  Distributor  Replacement  $5.9  Million 

In  order  to  continue  improving  the  handling  of  taxpayers'  telephone  calls,  we 
are  requesting  funds  to  replace  aging  Automated  Call  Distributor  equipment  at 
eight  call  sites  in  addition  to  the  nine  that  are  already  being  replaced  during  FY 
1993.    The  current  equipment,  which  is  used  to  manage  incoming  telephone 
traffic,  is  past  its  useful  life  and  maintenance  costs  are  high.   The  new  equipment 
provides  taxpayers  with  the  ability  to  route  themselves  through  the  system  using 
menu  options.    Additionally,  taxpayers  who  request  current  year  refund  information 
can  be  automatically  routed  to  the  Tele-Tax  system  without  delays.    Automating 
repetitive  call-answering  tasks  enables  us  to  respond  to  more  taxpayer  inquiries. 


Tele-Tax  $4.7  Million 

The  Tele-Tax  system  allows  taxpayers  to  receive  recorded  tax  and  refund 
information  24  hours  a  day.  In  1992,  Tele-Tax  answered  32  million  calls.  The 
funds  requested  would  allow  us  to  purchase  22  new  systems,  answer  17  million 
additional  calls,  replace  aging  systems,  expand  service  for  the  deaf,  and  add  voice 
recognition  options  for  rotary  phone  users.  Use  of  automated  systems  such  as 
Tele-Tax  allows  IRS  to  concentrate  its  trained  tax  assistors  on  the  resolution  of 
complex  technical  tax  law  inquires  and  account  problems. 


Integrated  Collection  System  (ICS)  $10  Million 

In  December  1990,  IRS  awarded  a  contract  to  replace  the  ten  year  old 
mainframe  equipment  supporting  our  Collection  program.   This  program  is  a  first 
point  of  contact  with  the  taxpaying  public,  annually  representing  collections  of 
over  $3.5  billion.   To  date,  we  have  been  able  to  install  six  state-of-the-art 
mainframes.    We  have  purchased  three  more  for  FY  1993  installation.    This 
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supplemental  request  would  allow  us  to  purchase  the  final  two  mainframes  in  FY 
1993  and  install  them  early  in  FY  1994,  thereby  hastening  our  timeline.    This  will 
result  in  opportunity  savings  and  increased  efficiency  and  effectiveness.    The 
installation  also  allows  us  to  add  software  enhancements,  which  have  been  on 
hold  for  five  years.    In  addition,  the  new  mainframes  are  compatible  with  the  TSM 
architecture. 


Automated  Criminal  Investigation  (ACI)  $5.7  Million 

Currently,  our  special  agents/criminal  investigators  manually  gather, 
correlate,  index  and  analyze  the  large  volumes  of  financial  data  collected  while 
developing  criminal  cases.    We  have  been  working  towards  developing  automated 
applications  that  would  support  our  criminal  investigators.    This  request  would 
allow  us  to  purchase  22  minicomputers  and  related  software  that  would  provide 
the  initial  increment  for  this  project.    Specifically,  this  procurement  will  permit  the 
service  to  improve  criminal  investigators'  ability  to  manage  and  analyze  the  large 
volume  of  evidence  encountered  in  financial  crimes,  improve  security  and  foster 
the  coordination  of  multi-district  investigations.    This  early  installation  of  a  portion 
of  the  ACI  system  will  also  improve  the  utilization  of  existing  hardware  and 
accelerate  the  full  system  implementation  by  6  to  12  months.    Also,  the  equipment 
purchased  would  be  fully  compatible  with  TSM  and  fulfill  the  design  requirements 
for  the  TSM  architecture. 


Automated  Workload  Management  System  (AWMS)  $12  Million 

With  the  ever  increasing  workload  and  complexity  of  tax  processing,  proper 
management  of  the  IRS  computer  operations  is  essential.   We  have  been  managing 
our  computer  operations  manually  for  many  years.    Therefore,  the  scheduling  of 
computer  runs,  tracking  of  progress  and  documenting  of  all  computer  run 
requirements  and  histories  is  both  error  prone  and  labor  intensive.    The  Automated 
Workload  Management  System  has  been  designed  to  provide  our  computer 
operations  workforce  with  automated  tools  that  schedule  work  accurately  and 
efficiently  and  allow  us  to  react  quickly  when  problems  occur.    It  also  provides  an 
automated  monitoring  system  for  computer  traffic,  which  in  turn  allows  for  a 
significant  staff  reduction. 

Private  sector  companies  have  long  ago  automated  computer  operations,  but 
IRS  has  not  had  the  financial  resources  to  implement  such  a  system.    We  must  put 
an  automated  system  in  place  to  avoid  the  problems  that  occur  with  a  manual 
system  and  to  also  free  up  computer  personnel  now  required  by  the  manual 
process  to  do  Tax  Systems  Modernization  work.    Funds  provided  by  this 
supplemental  request  would  in  part  be  used  to  acquire  the  equipment  and  support 
services  necessary  to  complete  the  development  and  installation  of  this  new 
system. 


Additional  Projects  $6  Million 

In  addition  to  these  projects,  we  are  seeking  support  for  the  following. 

•  An  integrated  voice  and  data  communications  system  which  will  be 

used  in  the  suburban  Maryland  site  where  we  are  consolidating  our 
current  returns  processing  and  procurement  operations.   This  system 
will  provide  high  speed  data  services  over  standard  telephone  lines. 
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Equipment  for  visually  impaired  employees  that  enables  them  to 
perform  their  job  through  the  use  of  electronic  braille  terminal 
displays,  voice  synthesis  apparatus  and  braille  embossers. 

An  electronic  research  service  to  allow  IRS  employees  to  find  answers 
to  technial  tax  questions  more  quickly,  provide  accurate  and  thorough 
analyses  and  reduce  the  risk  of  providing  incorrect  or  misleading 
1  information  to  taxpayers. 
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Chairman  PiCKLE.  I  thank  you  very  much,  Mr.  Dolan. 

Do  you  have  testimony  from  Mr.  Philcox?  Do  you  have  a  state- 
ment to  make? 

Mr.  Dolan.  Both  Mr.  Philcox  and  Mr.  Westfall  are  available  to 
answer  questions. 

Chairman  Pickle.  All  right.  I  think  I  would  prefer  to  proceed 
and  hear  the  testimony  from  Mr.  Rhile,  and  we  will  have  questions 
then  for  all  the  panelists  at  one  time,  if  that  is  agreeable. 

Mr.  Rhile,  you  will  be  recognized. 

SSTATEMENT  OF  HOWARD  G.  RHILE,  DIRECTOR,  GENERAL 
GOVERNMENT  INFORMATION  SYSTEMS,  INFORMATION  MAN- 
AGEMENT AND  TECHNOLOGY  DIVISION,  U.S.  GENERAL  AC- 
COUNTING OFFICE,  ACCOMPANIED  BY  RONALD  BEERS,  AS- 
SISTANT DIRECTOR,  GENERAL  GOVERNMENT  INFORMATION 
SYSTEMS,  INFORMATION  MANAGEMENT  AND  TECHNOLOGY 
DIVISION;  AND  DAVID  ATTIANESE,  ASSISTANT  DIRECTOR, 
TAX  POLICY  AND  ADMINISTRATION,  GENERAL  GOVERN- 
MENT DIVISION 

Mr.  Rhile.  Thank  you,  Mr.  Chairman. 

I  would  like  to  introduce  my  colleague  to  my  left,  Ron  Beers,  who 
is  responsible  for  the  work  at  IRS  directly. 

As  you  know,  in  our  recent  transition  report  on  the  IRS,  we  dis- 
cussed a  number  of  issues  facing  the  agency,  the  Congress,  and  the 
new  administration.  We  are  very  pleased  to  be  here  today  to  talk 
about  one  of  the  most  critical  issues  facing  IRS,  managing  the  $23- 
billion  tax  systems  modernization,  or  TSM. 

Existing  programs,  as  you  know,  do  not  provide  ready  access  to 
needed  information  or  allow  for  modern  work  processes.  In  fact, 
IRS  beheves  that  by  the  mid-1990's,  these  current  systems  will  se- 
riously threaten  the  agency's  ability  to  carry  out  its  mission. 

TSM  is  the  cornerstone  to  modernizing  IRS'  information  systems 
to  provide  the  right  information,  at  the  right  time,  in  the  right 
place,  enabling  life  to  effectively  use  new  business  processes  to  ac- 
complish its  vision  of  the  future.  The  antiquated  systems  simply 
must  be  modernized. 

Electronic  filing  provides  evidence  of  the  kinds  of  benefits  that 
we  can  expect  fVom  modernization,  better  service  to  taxpayers  and 
more  efficient  IRS  work  processes. 

Now,  today,  I  would  like  to  make  two  points  about  TSM,  as  well 
as  provide  some  observations  on  IRS'  portion  of  the  President's  re- 
quest for  fiscal  year  1993  supplemental  funds,  a  portion  of  which 
goes  toward  TSM. 

First,  IRS  has  made  progress  in  implementing  several  interim 
TSM  systems,  such  as  electronic  filing.  However,  other  interim  sys- 
tems now  under  development  have  experienced  significant  prob- 
lems and  delays,  and  we  have  called  for  a  reevaluation  of  their 
costs  and  benefits  before  proceeding  with  them. 

Second,  IRS  has  progressed  more  slowly  than  we  would  have  ex- 
pected in  building  the  foundation  necessary  for  the  long-term  mod- 
ernization. This  foundation  includes  such  items  as  planning  im- 
provements which  can  effectively  be  supported  by  the  new  tech- 
nology, developing  the  detailed  managerial  and  technical  infra- 
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structure  necessary  for  success,  and  addressing  the  major  human 
resources  implications  of  TSM. 

Finally,  with  respect  to  the  proposed  emergency  supplemental, 
IRS  intends  to  spend  this  money  primarily  for  computer  hardware 
and  software  that  it  had  planned  to  buy  anyway  in  fiscal  year 
1994.  There  are  no  surprises  there. 

Now,  with  respect  to  the  interim  systems,  two  kinds  of  systems 
comprise  TSM:  the  interim  systems  and  the  long-term  systems.  The 
interim  systems,  such  as  AUR,  electronic  filing,  are  stand-alone 
systems  that  were  generally  initiated  in  the  mia-  to  late-1980's  to 
bring  about  immediate  improvements  in  IRS'  tax  processing  and 
compliance  operations.  The  long-term  systems  are  intended  to  re- 
place these  systems  and  to  share  information  with  each  other, 
which  is  a  vast  improvement  over  the  current  systems. 

Now,  both  IRS  and  the  taxpayers  have  begun  to  realize  some 
tangible  benefits  from  some  of  these  interim  TSM  projects.  Mr. 
Dolan  mentioned  some.  Probably  the  best  known  is  the  electronic 
filing  system.  In  1992,  about  11  million  taxpayers  filed  their  re- 
turns electronically.  This  year,  13  to  14  million  are  expected  to  do 
so.  For  taxpayers,  filing  electronically  generally  means  faster  re- 
funds and  greater  assurance  that  their  returns  are  correct.  For 
IRS,  electronic  filing  means  that  the  returns  can  be  processed  more 
cheaply  and  more  accurately. 

While  some  of  these  interim  systems  are  beginning  to  realize 
benefits,  others,  in  earlier  stages  of  development,  are  falling  behind 
schedule.  Because  the  latter  phases  of  these  systems  will  overlap 
with  the  longer-term  TSM  projects,  we  recommended  in  February 
that  IRS  reassess  and  rejustify  them.  I  have  noticed  that  IRS  is  be- 
ginning to  move  on  this  recommendation. 

Now,  turning  to  the  longer-term  svstems,  most  of  these  long-term 
systems,  what  we  consider  the  real  TSM,  are  in  the  early  stages 
of  design  and  development.  The  majority  of  these  will  not  be  fully 
operational  until  the  beginning  of  the  21st  century.  IRS  has  pro- 
duced a  technical  plan  for  the  modernized  environment,  the  so- 
called  design  master  plan.  However,  IRS'  progress  has  been  slower 
than  expected  in  completing  the  foundation  for  TSM. 

In  particular,  6  years  after  the  start  of  TSM,  we  find  unfinished 
studies  of  IRS'  business  operations  that,  as  we  previously  reported, 
should  have  been  performed  before  issuance  of  the  master  plan  in 
May  1991.  We  also  find  th6  lack  of  a  firm  managerial  and  technical 
foundation,  including  such  components  as  development  standards 
and  procedures  needed  to  control  and  oversee  the  modernization. 

Finally,  IRS  has  onlv  recently  begun  to  consider  the  human  re- 
sources implications  of'^TSM  to  ensure  that  its  more  than  100,000 
employees  are  ready  for  the  major  changes  that  are  forthcoming. 

Accordingly,  we  have  recommended  that  IRS,  number  one,  final- 
ize its  business  plans  soon  and  make  appropriate  adjustments  to 
its  technical  plans;  and  two,  develop  a  sound  managerial  and  tech- 
nical foundation  for  TSM,  This  foundation  must  include,  for  exam- 
ple, standards  to  allow  data  to  be  exchanged  among  the  systems 
and  key  building  blocks  such  as  security  and  privacy  procedures, 
telecommunications  requirements,  and  physical  facilities. 

In  our  opinion,  these  changes  also  suggest  a  need  for  stronger 
technical  management.  A  chief  architect  at  the  senior  executive 
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level  with  the  responsibility  and  the  authority  required  to  lead  the 
development  of  the  essential  technical  building  blocks  would  pro- 
vide an  important  boost  in  accountability  for  TSM. 

IRS  also  needs  to  ensure  that  it  is  in  a  position  to  monitor 
progress  on  the  technical  activities  related  to  TSM  in  order  to 
proactively  detect  and  correct  problems.  Now,  IRS  has  recently  cre- 
ated the  systems  architect  office  and  is  in  the  process  of  staffing 
this  office.  We  have  not  yet  completed  our  evaluation  of  these  ac- 
tions. 

We  have  also  recommended  that  IRS  pay  very  close  attention  to 
the  significant  human  resources  changes  that  are  sure  to  come  as 
the  agency  redesigns  the  way  it  does  business  to  transform  itself 
into  an  agency  that  depends  less  on  manual  labor  and  more  on 
technology-based  skills.  IRS  has  recently  taken  a  critical  step  to- 
ward addressing  this  problem  by  drafting  a  much-needed  human 
resources  plan.  It  must  now  start  taking  steps  to  prepare  its  work 
force  for  the  modernization. 

I  would  like  to  turn  now  to  the  proposed  1993  supplemental 
funding.  As  you  know,  IRS  has  requested  $148.4  million  primarily 
for  hardware  and  software  acquisitions,  as  part  of  the  President's 
request  for  fiscal  year  1993  supplemental  funds.  While  we  have  not 
fully  evaluated  IRS'  proposed  acquisitions,  it  appears  that  they  are 
not  spur-of-the-moment  purchases.  We  see  no  golf  courses  in  this 
package.  Most  are  purchases  of  computer  hardware  and  software 
that  IRS  had  originally  planned  for  fiscal  year  1994. 

Three  of  the  acquisitions,  totalling  about  $41  million,  will  di- 
rectly support  TSM.  About  ^15.7  million  of  this  amount  is  for  two 
short-term  TSM  projects,  the  automated  inventory  control  system 
and  the  automated  criminal  investigation  system.  These  are  among 
the  systems  that  I  mentioned  before  which  are  currently  experienc- 
ing schedule  delavs  to  the  point  where  they  are  expected  to  be  com- 
pleted at  about  the  same  time  as  when  the  replacement  TSM  sys- 
tems should  become  operational. 

We  have  not  had  an  opportunity  to  determine  the  effect  of  this 
money,  however,  on  their  schedules.  The  remaining  $25.3  million 
of  TSM  money  is  for  short-term  improvements  to  IRS'  tele- 
communications network.  These  improvements  are  also  intended  to 
support  TSM. 

Now,  the  bulk  of  the  proposed  acquisitions,  $107.4  milHon,  will 
support  IRS'  current  information  processing  operations.  Based  on 
IRS'  plans,  most  of  this  is  to  accelerate  the  replacement  of  obsolete 
equipment,  originally  planned  for  fiscal  year  1994.  For  example, 
$48.2  million  is  to  replace  obsolete  minicomputers  in  IRS'  district 
offices,  and  $20.6  million  is  for  personal  computers  to  be  used  by 
IRS  examiners. 

Finally,  although  the  contracts  are  in  place  to  carry  out  this  pro- 
posal, IRS  will  need  to  obtain  expeditious  approval  of  the  acquisi- 
tions from  the  Department  of  the  Treasury.  IRS  procurement  offi- 
cials anticipate  obtaining  such  approval  by  June  1,  and  are  plan- 
ning to  have  the  funds  obhgated  by  the  end  of  this  fiscal  year,  as 
required. 

That  concludes  my  statement,  Mr.  Chairman,  and  I,  too,  would 
be  pleased  to  respond  to  any  questions. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  HOWARD  G.  RHILE,  DIRECTOR 

General  Goverment  Information  Systems 

Information  Management  and  Technology  Division 

U.S.  General  Accounting  Office 

Mr.  Chairman  and  Members  of  the  Subcommittee: 

In  our  recent  transition  report  on  the  Internal  Revenue  Service 
(IRS),  we  discussed  a  number  of  Issues  facing  the  agency. 
Congress,  and  the  new  administration.^  We  are  pleased  to  be 
here  today  to  talk  about  one  of  the  most  critical  Issues  facing 
the  IRS--managing  the  $23-billlon  Tax  Systems  Modernization  (TSM) 
program.   Existing  systems  do  not  provide  ready  access  to  needed 
Information  or  allow  for  modern  work  processes.   In  fact,  IRS 
believes  that  by  the  mid-1990s,  these  systems  will  seriously 
threaten  the  agency's  ability  to  carry  out  its  mission. 

TSM  is  the  cornerstone  to  modernizing  IRS'  information  systems  to 
provide  the  right  information,  at  the  right  time,  in  the  right 
place--enabling  IRS  to  effectively  use  new  business  processes  to 
accomplish  its  vision  of  the  future.   IRS'  antiquated  systems 
must  be  modernized.   Electronic  filing  provides  evidence  of  the 
kinds  of  benefits  we  can  expect  from  modernization:   better 
service  to  taxpayers  and  more  efficient  IRS  work  processes. 

Today  I  would  like  to  make  two  points  about  TSM,  as  well  as 
provide  observations  on  IRS'  portion  of  the  President's  request 
for  fiscal  year  1993  supplemental  funds,  a  portion  of  which  will 
go  toward  TSM. 

First,  IRS  has  made  progress  in  implementing  several  interim 
TSM  systems,  such  as  electronic  filing.   However,  other 
interim  systems  now  under  development  have  experienced 
significant  problems  and  delays,  calling  for  a  reevaluation 
of  their  costs  and  benefits. 

Second,  IRS  has  progressed  more  slowly  than  we  would  have 
expected  in  building  the  foundation  necessary  for  the  long- 
term  modernization.   This  foundation  includes  such  items  as 
planning  improvements  which  can  effectively  be  supported  by 
new  technology,  developing  the  detailed  managerial  and 
technical  infrastructure  necessary  for  success,  and 
addressing  the  major  human  resources  implications  of  TSM. 

Lastly,  IRS'  portion  of  the  proposed  Emergency  Supplemental 
Appropriations  Act  of  1993  is  $148.4  million.^   IRS  intends 
to  spend  this  money  primarily  for  computer  hardware  and 
software  that  it  had  planned  to  buy  in  fiscal  year  1994. 

INTERIM  TSM  SYSTEMS --EARLY  BENEFITS  BUT  REEVALUATION  NEEDED 

Two  kinds  of  systems  comprise  TSM:   interim  and  long-term. 
Interim  systems  are  stand-alone  systems  that  were  generally 
initiated  in  the  mid-  to  late- 1980s  to  bring  about  immediate 
improvements  in  IRS'  tax  processing  and  compliance  operations. 
Long-term  systems  are  Intended  to  replace  the  interim  systems  and 
share  information  with  each  other,  a  vast  improvement  over 
current  systems . 

Some  Interim  Systems  Are  Benefiting  IRS  and  Taxpayers 

Both  IRS  and  taxpayers  have  begun  to  realize  tangible  benefits 
from  some  interim  TSM  projects.   Probably  the  best  known  of  those 
projects  is  the  Electronic  Filing  System.   In  1992  about  11 
million  taxpayers  filed  their  returns  electronically,  with  14 
million  expected  to  do  so  this  year.   For  taxpayers,  filing 
electronically  generally  means  faster  refunds  than  if  they  filed 
paper  returns,  and  greater  assurance  that  their  returns  are 
correct.   For  IRS,  electronic  filing  means  that  returns  can  be 
processed  more  cheaply  and  more  accurately. 


^Transition  Series:   Internal  Revenue  Service  (GAO/OCG-93-24TR, 
December  1992) . 

^H.R.  1335,  103rd  Congress. 
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Oth#r  Interim  Systems  Need  To  Be  Reassessed 

While  some  Interim  systems  are  beginning  to  realize  benefits, 
others,  in  earlier  stages  of  development,  are  falling  behind 
schedule.   Because  the  later  phases  of  these  systems  will  overlap 
with  the  long-term  TSM  projects,  we  recommended  in  February  that 
IRS  reassess  and  re justify  them.^   IRS  is  beginning  to  move  on 
this  recommendation. 

TSM  FOUNDATION--SLOWER  THAN  EXPECTED  PROGRESS 

Most  of  the  long-term  systems — what  we  consider  the  "real  TSM" — 
are  in  the  early  stages  of  design  and  development.   The  majority 
of  these  will  not  be  fully  operational  until  the  beginning  of  the 
21st  century.   IRS  has  produced  a  technical  plan  for  the 
modernized  environment.   However,  its  progress  has  been  slower 
than  expected  in  completing  the  foundation  for  TSM.   In 
particular,  6  years  after  the  start  of  TSM,  we  find  unfinished 
studies  of  IRS'  business  operations  that,  as  we  previously 
reported,  should  have  been  performed  before  issuance  of  TSM's 
master  plan  in  May  1991.*  We  also  find  the  lack  of  a  firm 
managerial  and  technical  f oundatlon--includlng  such  components  as 
development  standards  and  procedures  needed  to  control  and 
oversee  the  modernization.   Finally,  IRS  has  only  recently  begun 
to  consider  the  human  resources  implications  of  TSM,  to  ensure 
that  its  more  than  100,000  employees  are  ready  for  the  major 
changes  that  are  forthcoming. 

Accordingly,  we  have  recommended  that  IRS  (1)  finalize  its 
business  plans  soon,  and  make  appropriate  adjustments  to  its 
technical  plans;  and  (2)  develop  a  sound  managerial  and  technical 
foundation  for  TSM.   This  foundation  must  include,  for  example, 
standards  to  allow  data  to  be  exchanged  among  systems  and  key 
building  blocks  such  as  security  and  privacy  procedures, 
teleconmiunications  requirements,  and  physical  facilities.^ 

In  our  opinion,  these  conditions  also  suggest  a  need  for  stronger 
technical  management.   A  Chief  Architect  at  the  senior  executive 
level  with  the  responsibility  and  the  authority  required  to  lead 
the  development  of  the  essential  technical  building  blocks  would 
provide  an  important  boost  in  accountability  for  TSM.   IRS  also 
needs  to  ensure  that  it  is  in  a  position  to  monitor  progress  on 
the  technical  activities  related  to  TSM  in  order  to  proactively 
detect  and  correct  problems.   IRS  has  recently  created  a  Systems 
Architect  Office  and  is  in  the  process  of  staffing  this  office. 
We  have  not  yet  completed  our  evaluation  of  these  actions. 

We  have  also  recommended  that  IRS  pay  close  attention  to  the 
significant  human  resources  changes  that  are  sure  to  come  as  the 
agency  redesigns  the  way  it  does  business  to  transform  Itself 
into  an  agency  that  depends  less  on  manual  labor  and  more  on 
technology-based  skills.^   IRS  has  recently  taken  a  critical 
step  toward  addressing  this  problem  by  drafting  a  much-needed 
human  resources  plan;  it  must  now  start  taking  steps  to  prepare 
its  workforce  for  the  modernization.^ 


^Tax  Administration:   Status  of  Tax  Systems  Modernization,  Tax 
Delinquencies,  and  the  Tax  Gap  (GAO/T-GGD-93-4,  Feb.  3,  1993). 

'Tax  Systems  Modernization:   IRS'  Challenge  for  the  21st  Century 
(GAO/IMTEC-90-13,  Feb.  8,  1990). 

^GAO/T-GGD-93-4. 

^GAO/T-GGD-93-4. 

'Additional  information  on  our  concerns  and  recommendations  for 
TSM  can  be  found  in  GAO/T-GGD-93-4. 
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PROPOSED  1993  SUPPLEMENTAL  FUNDING--NO  SURPRISES 

As  you  know,  IRS  has  requested  $148.4  million  primarily  for 
hardware  and  software  acquisitions,  as  part  of  the  President's 
request  for  fiscal  year  1993  supplemental  funds.   While  we  have 
not  fully  evaluated  IRS'  proposed  acquisitions,  it  appears  that 
they  are  not  spur-of-the-moment  purchases.   Most  are  purchases  of 
computer  hardware  and  software  that  IRS  had  originally  planned 
for  fiscal  year  1994. 

Three  of  the  acquisitions,  totalling  about  $41  million,  will 
directly  support  TSM.   About  $15.7  million  of  this  amount  is  for 
two  short-term  TSM  projects--the  Automated  Inventory  Control 
System  ($10  million)  and  the  Automated  Criminal  Investigation 
System  ($5.7  million).   These  are  among  the  systems  currently 
experiencing  schedule  delays  to  the  point  where  they  are  expected 
to  be  completed  about  the  same  time  as  when  the  replacement  TSM 
systems  should  become  operational.   We  have  not  had  an 
opportunity  to  determine  the  effect  of  this  money  on  their 
schedules.   The  remaining  $25.3  million  is  for  short-term 
improvements  to  IRS'  telecoitmiunications  network.   These 
improvements  are  also  intended  to  also  support  TSM. 

The  bulk  of  the  proposed  acquisitions  ($107.4  million)  will 
support  IRS'  current  information  processing  operations.   Based  on 
IRS'  plans,  most  of  this  is  to  accelerate  the  replacement  of 
obsolete  equipment,  originally  planned  for  fiscal  year  1994.   For 
example,  $48.2  million  is  to  replace  obsolete  minicomputers  in 
IRS'  district  offices,  and  $20.6  million  is  for  personal 
computers  to  be  used  by  IRS  examiners. 

Finally,  although  the  contracts  are  in  place  to  carry  out  the 
proposal,  IRS  will  need  to  obtain  expeditious  approval  of  the 
acquisitions  from  the  Department  of  the  Treasury.   IRS 
procurement  officials  anticipate  obtaining  such  approval  by  June 
1,  and  are  planning  to  have  the  funds  obligated  by  the  end  of 
this  fiscal  year.' 

That  concludes  my  statement,  Mr.  Chairman.   I  would  be  pleased  to 
respond  to  any  questions  you  or  any  other  members  of  the 
Committee  may  have  at  this  time. 


^Additional  information  on  our  views  about  the  proposed 
supplemental  funding  appear  in  Tax  Systems  Modernization: 
Comments  on  IRS'  Portion  of  the  President's  Request  for  Fiscal 
Year  1993  Supplemental  Funds  {GAO/T-IMTEC-93-1,  Feb.  24,  1993). 
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APPENDIX  I  APPENDIX  I 

ORIGINAL  AND  CURRENT  SCHEDULES  FOR  TSM  PROJECTS 
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Note:   A  timeline  for  another  project,  the  Electronic  Filing 
System,  is  not  shown  because  IRS  considers  it  to  be  fully 
operational.   This  project  began  in  1986  and  was  made  available 
to  taxpayers  nationwide  in  1990. 

Source:   IRS"  Quarterly  Performance  Tracking  System  Reports  for 
the  4th  quarter  of  fiscal  year  1992  and  other  IRS  documents.   We 
did  not  verify  the  accuracy  of  these  data. 
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Chairman  Pickle.  I  thank  you,  Mr.  Rhile,  and  I  assume  Mr. 
Beers,  who  is  just  accompanying  you,  does  not  have  any  statement. 

Mr.  Rhile.  That  is  correct,  Mr.  Chairman. 

Chairman  PiCKLE.  All  right.  Now,  my  first  question  to  you  is  that 
I  am  concerned  about  the  new  Office  of  the  Architect,  who  is  to 
make  direct  reports  about  the  progress  of  this  program.  You  are 
telling  me  that  that  office  has  been  established.  Who  is  in  charge 
of  that  office? 

Mr.  DoLAN.  Let  me  start  by  saying  that  the  person  in  charge  of 
that  office  is  Mr.  Philcox,  who  is  the  Chief  Information  Officer. 
There  are  two  people  selected  for  that  office  at  the  moment,  both 
of  which  are  undergoing  background  investigations.  They  were  se- 
lected within  the  last  2  weeks. 

Chairman  PiCKLE.  Once  those  background  investigations  are 
completed,  will  you  then  have  a  single  person  in  charge  of  that  par- 
ticular office,  architects  office,  of  the  TSM  program? 

Mr.  DoLAN.  I  don't  want  to  mislead  you,  Mr.  Chairman.  We  do 
not  see  the  senior  architect  as  the  single  person  responsible  for  tax 
system  modernization.  We  are  going  to  have  a  chief  architect  that 
will  be  responsible  for  the  technology  architecture. 

Chairman  PiCKLE.  Who  is  the  chief  architect? 

Mr.  DoLAN.  My  problem,  Mr.  Chairman 

Chairman  Pickle.  I  am  trying  to  find  out,  if  I  want  to  know 
what  is  happening  down  there  with  respect  to  the  progress  of  all 
these  programs,  to  whom  do  we  call? 

Mr.  Dolan.  ok.  Let's  go  at  that  differently  then  because  I  think 
that  the  person  who  is  responsible  for  tax  systems  modernization 
initially  is  me,  and  what  I  do  is  look  to  the  man  on  my  left,  Mr. 
Westfall. 

Chairman  PiCKLE.  I  appreciate  that. 

Mr.  Dolan.  OK 

Chairman  PiCKLE.  I  know  to  call  you,  and  I  know  Mr.  Philcox  is 
down  there.  I  know  Mr.  Westfall  did  not  come  into  it. 

But  you  have  established  a  new  office.  I  want  to  know  at  this 
time  or  as  soon  as  you  can  who  is  the  person  going  to  be  admin- 
istering that  office,  the  chief  architect.  I  know  I  can  call  you. 

Mr.  Dolan.  I  will  be  happy  to  give  you  both  of  those  names.  I 
don't  want  to  do  it  Mr.  Chairman  in  an  open  setting  because  of  the 
fact  that  they  are  both  undergoing  background  investigations.  I 
also  don't  want  to  mislead  you. 

Chairman  PiCKLE.  I  want  you  to  give  that  to  me  as  soon  as  you 
can  because  I  want  to  know  that. 

Mr.  Dolan.  I  will  be  happy  to  do  that. 

But  can  we  stay  with  this,  Mr.  Chairman,  so  I  don't  mislead  you? 
I  don't  want  you  to  be  under  the  impression  that  we  envision  the 
chief  architect  as  the  chief  person  responsible  for  all  tax  systems 
modernization. 

Chairman  PiCKLE.  I  can  accept  that. 

Mr.  Dolan,  OK 

Chairman  Pickle.  My  committee  in  its  oversight  pursuit  wants 
to  know  whom  we  might  call  for  specific  answers.  They  might 
check  you  and  say,  "What  can  I  say?"  or  "What  are  my  figures?" 
But  I  want  to  have  somebody  we  can  call  directly. 

Mr.  Dolan.  I  am  absolutely  comfortable  with  it. 
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Chairman  PiCKLE.  Similarly,  I  want  to  have  the  same  informa- 
tion over  at  the  GAO  office,  who  is  that  person  that  is  in  charge 
of  this  particular  program,  and,  in  turn,  I  anticipate  having  this 
committee,  on  our  staff,  a  single  person  who  is  going  to  "ride  herd" 
on  these  programs. 

We  are  outlining  a  multitude  of  new  programs,  relatively  speak- 
ing, and  if  we  are  going  to  stay  on  the  schedule,  I  said  it  earlier 
that  we  have  got  to  have  greater  accountability.  So  I  want  to  know 
who  that  person  is  as  soon  as  you  can  tell  me. 

Mr.  DOLAN.  I  would  be  happy  to  do  that. 

Can  I  react  to  another  thing  that  you  said  in  your  opening  state- 
ment that  I  should  have 

Chairman  Pickle.  And  I  might  add  that  we  may  well  consider 
legislative  enactment  of  a  schedule  of  reporting,  so  we  know  exactly 
at  intervals  where  we  are  and  what  progress  we  are  making.  Oth- 
erwise, I  feel  like  I  come  here  every  2  years  and  I  listen  to  all  of 
these  big  programs  on  how  we  are  going  to  electrify  everything  and 
punch  a  button,  and  we  don't  have  any  worries  for  the  taxpayers, 
and  I  know  that  is  not  so. 

I  am  also  worried  that,  if  you  have  all  of  these  electronic  sys- 
tems, you  are  going  to  turn  the  clock  back  on  taxpayer  services. 
Maybe  it  will  be  better  because  it  is  quicker,  but  you  also  may  do 
away  with  that  face-to-face  hearings  with  a  lot  of  people,  which  is 
the  best  service  you  render.  But,  at  this  point,  we  do  have  mod- 
ernization. I  think  we  have  got  to  accept  it. 

Now,  let  me  ask  you  one  other  question,  and  then  I  want  to  rec- 
ognize some  of  the  Members.  I  am  not  looking  at  the  electronic  fil- 
ing area  because  that  is  growing,  and,  apparently,  will  grow  even 
more. 

As  I  understand  it,  last  year  we  had  about  11  million;  this  year, 
probably  13  or  14  million.  The  market  then  for  electronic  filing  con- 
sists of  taxpayers  who  file  electronically  in  order  to  receive  imme- 
diate refund,  and  I  think  that  generally  is  correct.  Would  you  dis- 
agree with  that? 

Mr.  DoLAN.  No.  Currently,  the  market  is,  most  heavily,  those 
who  want  a  refund. 

Chairman  PiCKLE.  We  also  find,  in  our  Judgment,  most  of  these 
taxpayers  are  relatively  poor,  around  the  $20,000  and  $25,000  cat- 
egory at  least.  At  least  we  are  told  that  about  70  percent  earn 
under  $20,000  per  year.  They  don't  have  a  credit  card,  and  they 
don't  own  a  home.  These  taxpayers  are  willing  to  pay  interest  rates 
of  up  to  177  percent  to  get  that  refund.  So  it  just  seems  to  me  that 
the  success  of  this  TSM  has  been  dependent  on  poor  people  who 
are  willing  to  pay  electronic  filing  costs  because  they  need  to  re- 
ceive their  refunds  immediately. 

There  seems  to  be  no  incentives  to  file  electronically  for  tax- 
payers who  don't  use  a  paid  preparer  or  who  are  not  interested  in 
getting  a  refund  faster  or  who  are  not  going  to  get  a  refund  at  all. 

Now,  essentially,  those  are  basic  facts,  and  I  think  there  is  gen- 
eral agreement  on  that.  Now,  mv  question  to  you  and  to  GAO, 
would  you  say  that  the  success  of  the  electronic  filing  to  date  has 
been  largely  a  result  of  private  sector  refund  anticipation  loans 
which  carry  effective  annual  interest  rates  of  150  percent  or  more? 
Is  that  a  driving  factor  in  the  filing  of  electronic  returns  now? 
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Mr.  DOLAN.  If  I  could  start  on  that,  Mr.  Chairman,  I  think  some 
of  the  facts  that  you  ticked  off  are  ones  that  are  pretty  well  verifi- 
able; that  the  income  range  of  the  people  that  are  using  electronic 
filing  is,  as  you  suggest,  for  the  most  part  lower-income  Americans. 

The  propensity  of  these  individuals  to  request  a  refund  anticipa- 
tion loan  is  something  that  came  on  site  about  a  year  after  elec- 
tronic filing  commenced.  Clearly,  it  has  driven  the  volumes  up. 

There  is,  however,  a  market  for — we  believe — electronic  filing 
independent  of  refund  anticipation  loans.  We  think  there  is  also  a 
market  for  electronic  filing  that  goes  to  folks  who  don't  need  pre- 
parers. We  think  we  are  seeing  that,  both  in  the  1040PC  area  and 
in  TeleFile.  Both  efforts  show  evidence  that  there  are  ways  to  make 
electronic  filing  more  available  to  folks  other  than  those  who  rely 
on  a  preparer  to  do  their  tax  returns. 

Chairman  PiCKLE.  A  great  deal  of  the  market  comes  from  those 
people  who  are  relatively  low-  to  middle-income  because  they  want 

Mr.  DoLAN.  It  certainly  does. 

Chairman  Fickle.  And  if  that  is  a  driving  force,  then  the  impli- 
cation is  that  that  is  going  to  be  a  static  figure,  or  at  least  if  it 
grows,  it  will  grow  in  that  particular  bracket. 

I  wonder  how  you  are  going  to  increase  the  market  to  touch  oth- 
ers in  higher  brackets  or  across  the  board. 

Mr.  DoLAN.  Well,  I  think  you  would  see  that  in  the  6  million 
folks  who  used  the  1040PC  last  year.  The  demographics  of  that 
group  of  taxpayers  is  considerably  different  than  the  ELF  filers 
today.  I  also  think  it  will  not  require  a  huge  leap  for  us  to  take 
the  1040PC  marketplace  and  put  them  in  a  mode  of  electronically 
filing.  I  think  there  is  a  whole  other  set  of  Americans  that  will  use 
TeleFile,  as  we  expand  it  to  seven  more  States  next  year.  Beyond 
that,  it  that  would  be  a  different  slice  of  America,  and  I  think  there 
are  a  variety  of  other  individuals  that  we  can  appeal  to. 

The  one  thing  that  I  think  this  committee  is  aware  of  and  has 
supported  is  the  credit  card  legislation 

Chairman  Fickle.  Yes. 

Mr.  DoLAN  [continuing].  Which  will  ultimately  make  the  balance- 
due  taxpayer  see  this  as  potentially  a  more  attractive  option  for 
him  or  her.  So  there  are  a  variety  of  pieces  of  that  market  that  we 
think  we  have  a  plan  to  bring  to  electronic  filing. 

Chairman  Fickle.  As  the  program  is  growing,  we  know  it  is 
being  driven  largely  at  this  point  by  this  carrot  out  there:  You  get 
a  refimd  if  you  file  electronically. 

Mr.  Dolan.  That  is  correct. 

Chairman  Fickle.  And  while  we  are  happy  for  that  quick  filing, 
it  may  create  other  problems,  and  I  think  you  have  got  to  have  a 
broader  program  as  it  grows  along,  and  if  we  don't  recognize  that, 
I  think  we  will  make  a  big  mistake. 

Mr.  Dolan.  We  agree  with  you,  Mr.  Chairman. 

Chairman  Fickle.  I  want  to  come  back  to  that  later.  Particu- 
larly, I  want  to  ask  you  about  your  electronic  voice.  Can  you  com- 
ment on  that  before  I  recognize  Mr.  Houghton? 

Mr.  Dolan.  The  voice  signature? 

Chairman  Fickle.  Yes. 
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Mr.  DoLAN.  We  are  testing  that  in  a  very  localized  way  with  tax- 
payers who  reside  in  the  Cincinnati  area  this  year.  It  is  a  method 
that  the  technologists  tell  us  is  as  verifiable,  if  not  more  so  than 
the  handwritten  signature. 

Chairman  Pickle.  That  means  that,  in  my  case  if  I  was  filing 
electronically,  they  would  want  me  to  sign  off  on  it.  You  would 
push  a  button,  and  they  would  take  a  recorded  voice  of  me,  and  it 
would  say,  "This  is  J.J.  Pickle"? 

Mr.  DoLAN.  It  does  exactly  that,  and  it  digitizes  your  voice, 
stores  your  voice. 

Chairman  Pickle.  That  might  work  because  there  are  not  many 
people  who  sound  like  I  do.  [Laughter.] 

Mr.  DoLAN.  Actually,  Mr.  Chairman,  it  is  surprising  how  dif- 
ferentiating a  voice  print  is  as  compared  to  many  other  forms  of 
identification.  I  didn't  know  that  before  we  got  into  this  experiment 
ourselves. 

Chairman  PiCKLE.  All  right.  Mr.  Houghton,  I  would  be  glad  to 
recognize  you. 

Mr.  Houghton.  Specifically,  I  thought  this  was  in  Cleveland,  not 
in  Cincinnati. 

Mr.  DoLAN.  I  will  be  happy  to  be  corrected,  but  Cleveland  is  part 
of  the  overall  TeleFile  test.  But  I  believe  it  is  within  the  metropoli- 
tan area  of  Cincinnati  that  we  have  the  voice  signature  part  of  the 
test  going. 

Mr.  Houghton.  I  have  a  few  brief  questions  I  would  like  to  ask. 
If  any  of  you  gentlemen  would  like  to  chime  in,  please  do. 

You  had  a  computer  breakdown  in  1985.  Therefore,  you  decided 
that  you  would  do  something  about  it,  and  then  there  were  great 
plans.  As  I  look  at  these  schedules,  9  out  of  the  16  operative  plans 
are  slipping.  That  wouldn't  make  me  feel  so  bad,  but  as  a  former 
businessman,  I  don't  see  any  advantage  to  the  public. 

Now,  you  can  say,  "Well,  there  is  going  to  be  a  great  crisis  out 
there."  Well,  that  may  be  so,  and  there  is  testimony  to  substantiate 
that.  But  what  is  the  return  on  investment?  What  is  the  risk  fac- 
tor? What  are  those  statistical  things  which  anybody  who  has  to 
make  a  sound  decision  has  to  look  at  and  evaluate? 

Mr.  DoLAN.  Mr.  Houghton,  I  think  there  are  a  variety  of  ways 
to  answer  that  question.  I  would  like  the  opportunity  to  come  up 
and  do  it  more  comprehensively  for  you,  but  let  me  start  with  the 
gross  cost  benefit. 

We  think,  as  our  statement  indicated,  we  are  going  to  invest 
about  $23  billion  over  the  life  cycle  of  this  endeavor.  It  would  have 
cost  us  about  $15  billion-plus  to  run  the  current  system  without 
doing  a  thing  to  it.  It  gives  us  about  an  $8-billion  net  investment, 
and  when  you  look  only  at  the  very  obvious  benefits  to  the  tax- 
payer, the  savings  on  interest  paid  because  of  the  long  delays  in 
various  cycles  now  and  the  ability  to  generate  even  the  most  pre- 
liminary revenues,  you  end  up  with  a  cost  benefit  that  I  think  gen- 
erates, what,  a  $4.8-billion  net  benefit. 

Mr.  Houghton.  Is  this  part  of  the  testimony? 

Mr.  DoLAN.  It  is  in  the  long  statement,  yes,  sir;  page  3  of  that 
statement. 

Mr.  Houghton.  I  see. 
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Mr.  DoLAN.  But  maybe  to  pursue  that  a  little  bit  further  with 
you,  I  think  along  all  the  lines  that  you  suggested,  Mr.  Houghton, 
thev  are  veiy  valid  areas  of  inquiry  and  interest  to  this  committee, 
and  we  would  look  forward  to  an  opportunity  to  sit  down  with  you. 

Mr.  Houghton.  Is  that  it? 

Mr.  DoLAN.  Yes,  sir,  page  3  of  that. 

Mr.  Houghton.  I  don't  see  any  numbers  on — oh,  I  see.  It  is  the 
second  paragraph.  All  right. 

Go  ahead,  please. 

Mr.  DoLAN.  I  would  be  very  much  interested  in  either  individ- 
ually briefing  with  you  or  coming  up  with  a  matrix  that  would 
work  for  the  committee,  so  that  we  could,  in  fact,  be  accountable 
along  all  of  the  lines  that  you  are  interested.  We  are  currently 
monitoring  ourselves  along  many  of  those  same  indices. 

Mr.  Houghton.  Yes,  but  you  are  dealing  with  numbers  all  the 
time,  and  we  must  make  a  judgment  on  numbers  or  help  the  IRS 
to  do  so.  It  just  seemed  to  me  that  you  throw  this  data  at  us  at 
the  last  moment  without  being  able  to  have  a  feel  for  what  those 
numbers  are.  It  is  not  the  way  I  used  to  do  business,  and  therefore, 
I  wonder  whether  you  really  thought  through  the  implications  in 
terms  of  what  the  real  cost-benefit,  will  be  and  the  payback  will  be 
for  the  public,  particularly  in  times  of  tremendous  budget  squeez- 
ing. 

I  iust  throw  that  out.  Maybe  we  can  talk  about  it  later. 

Tne  other  thing  that  I  worry  about  as  much  as  anything,  is  in 
terms  of  the  overall  statement  by  Mr.  Rhile.  This  is  on  the  second 
or  third  page.  It  says,  "In  fact,  IRS  believes  that  by  the  mid-1990s, 
these  systems  will  seriously  threaten  the  agency's  ability  to  carry 
out  its  mission." 

Now,  I  don't  know  whether  that  is  true  or  not,  and  I  don't  know 
whether  it  is  waving  a  red  flag.  But  I  think  it  would  be  a  mistake 
to  leave  this  hearing  without  understanding  what  the  real  risks  are 
here,  because  for  us  to  have  this  hearing  and  talk  about  the  Cin- 
cinnati system  or  talk  about  the  expansions  in  some  of  the  capital 
projects  and  then  all  of  a  sudden  have  this  system  go  "kaplooie"  in 
a  couple  of  years  would  really  be  tragic. 

So  maybe  you  want  to  spell  out,  put  a  fine  point  on  that.  Mr. 
Rhile,  you  would  like  to  start? 

Mr.  Rhile.  Well,  that  statement  that  I  made  there  is  reflecting 
what  IRS  has  told  us,  but  I  wo\ild  like  to  comment.  May  I  comment 
on  both  that  and  on  the  cost  benefit  question  that  you  made? 

Mr.  Houghton.  Yes,  you  may. 

Mr.  Rhile.  I  will  comment  first  on  your  first  point.  This  is  what 
IRS  has  told  us.  Our  view  of  the  system,  we  have  not  looked  at  it 
in  very  much  detail,  but  it  is  very  antiquated.  It  is  a  batch  process- 
ing system  that  was  designed  sometime  in  the  1960s.  There  is 
some  more  modem  hardware  running  now,  but  it  is  basically  a 
1960s  kind  of  system.  It  still  relies  on  iiying  tapes  around  the  coun- 
try and  putting  them  in  trucks  and  then  trucking  them  back  and 
forth. 

So  we  haven't  really  independently  analyzed  exactly  when  that 
system  is  going  to  fall  off  the  cliff,  but  I  can  tell  you  that  it  is  a 
pretty  old  system,  and  there  doesn't  seem  to  be  any  doubt  in  my 
mind  that  it  needs  to  be  modernized. 
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With  respect  to  your  first  point,  we  very  much  agree,  and  we 
have  been  urging  IRS  to  do  precisely  what  you  and,  indeed,  what 
the  chairman  has  mentioned,  and  that  is  to  come  before  this  com- 
mittee and  say,  "This  is  what  we  are  going  to  do  next  year.  This 
is  how  much  it  is  going  to  cost  us.  These  are  the  benefits  that  we 
expect  to  get  out  oT  that,  and  this  is  when  we  are  going  to  do  it." 
and  then  to  be  able  to  come  back  the  next  year  and  say,  "OK  We 
said  we  were  going  to  spend  so  much.  We  said  we  were  going  to 
get  this  many  benefits,  and  we  said  we  were  going  to  do  these 
things.  How  did  we  do?" 

We  have  urged  that  this  be  done  firom  time  to  time  every  year, 
so  that  you  can  get  a  picture,  an  unfolding  picture  of  how  things 
are  progressing.  We  have 

Mr.  Houghton.  Can  I  just  interrupt  a  minute? 

Mr.  Rhile.  Yes,  certainly. 

Mr.  Houghton.  I  won't  take  any  more  of  your  time. 

Mr.  Rhile.  Certainly,  you  may,  Mr.  Houghton,  yes. 

Mr.  Houghton.  The  question  that  I  keep  rummaging  through 
my  mind  is  that  whv  haven't  you  done  what  you  wanted  to  do.  I 
mean,  is  it  Congress  fault?  Is  it  management's  fault?  Is  it  some  of 
the  budget  crunch  which  hits  us  every  year? 

Clearly,  there  is  a  problem.  Clearly,  you  want  to  get  at  it.  Clear- 
ly, it  hasn't  been  addressed.  So  how  do  we  leave  here  today  and 
have  a  plan  that  you  know  you  are  going  to  get  something  done? 

Mr.  Rhile.  Right. 

Mr.  Dolan.  If  I  could  respond  to  that,  I  think  we  are  very  sure 
that  what  we  have  in  mind  is  the  right  thing,  and  we  are  also  sure 
that,  if  we  could  wave  a  wand,  we  would  have  had  it  done  2  years 
ago.  The  combination  of  the  size  of  the  endeavor,  the  context  we 
find  ourselves  in,  all  the  way  from  annual  budget  cycles  to  specific 
Government  procurement.  In  essence,  we  are  trying  to  fly  the  747 
while  we  remake  it  in  the  air.  The  fact  is  that  we  have  so  many 
interdependent  pieces  in  a  modernization  effort  that,  even  if  we 
were  to  wish  it  so,  it  could  not  come  together  through  laws  of  phys- 
ics inside  of  about  a  5-  or  6-year  timeframe.  It  is  a  very  complicated 
management  endeavor. 

One  of  the  things  I  would  hate  for  you  to  leave  today  is  the  no- 
tion that  we  are  at  all  unwilling  to  establish  the  kind  of  reporting 
and  accountability  that  this  committee  would  be  comfortable  with. 
We  are  currently  proceeding  fi-om  the  premise  that  we  think  we  do 
have  a  path  laid  out,  we  think  we  know  what  it  will  take  to  get 
there,  and  we  think  we  got  the  horses  in  place  to  get  us  there.  Tne 
thing  that  we  most  like  to  do  is  have  an  opportunity  to  put  this 
committee  in  a  position  where  it  could  be  critical  of  those  plans  and 
where  it  could  monitor  those  plans,  as  well  as  help  us  on  those 
plans. 

I  would  therefore,  be  very  anxious  to  work  through  that  kind  of 
a  platform  with  the  committee  because  we  think  it  would  be  useful 
to  both  of  us. 

Mr.  Houghton.  I  am  done,  Mr.  Chairman.  Thank  you. 

Chairman  Pickle.  Mr.  Brewster. 

Mr.  Brewster.  Thank  you,  Mr.  Chairman. 

A  couple  of  questions,  hopefully,  to  clarify  something.  Either  I 
didn't  understand  yours  and  the  chairman's  discussion  a  while  ago 
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on  the  chief  architect  or  we  are  on  different  wavelengths.  You  said 
that  there  were  two  people  that  are  having  background  checks  now. 
That  indicates  that  there  are  two  jobs. 

Mr.  DoLAN.  Actuallv,  there  are  a  total  of  three  jobs  identified  in 
the  architects  office.  There  will  be  a  chief  architect  and  at  least  two 
supporting  systems  architects.  At  the  moment,  we  have  selected 
two  people.  We  hope  to  select  at  least  the  third  shortly. 

Mr.  Brewster.  What  are  the  salaries  of  those  jobs? 

Mr.  DoLAN.  The  one  job  is  set  as  an  ES-3,  which  I  believe  is 
about  $103,000,  and  the  others  is  going  to  be  set  at  an  ES-1,  which 
I  believe  is  in  the  $90,000-plus.  These  salaries  are  a  function  of  the 
background  and  skill  that  the  individual  selectee  brings  to  the  as- 
signment. 

Mr.  Brewster.  But  then  that  will  be  the  person  that  we  can  call 
and  ask  the  status  on  it,  or  are  you  still  the  person? 

Mr.  DoLAN.  Well,  that  is  the  thing  I  was  trying  to  clarify  is  that 
that  person  is  going  to  be  the  principal  systems  architect  thinker 
about  the  design  and  about  the 

Mr.  Brewster.  A  thinker  and  not  a  talker? 

Mr.  DoLAN.  Well,  hopefully,  he  will  be  able  to  talk  and  maybe 
chew  gum,  too.  But  what  I  didn't  want  to  do  is  indicate  that  person 
is  accountable  for  all  the  tax  systems  modernization,  because  that 
is  not  what  we  hired  him  for.  We  are  hiring  that  person  to  main- 
tain the  integrity  of  the  systems  design,  to  be  the  architect,  not  the 
general  manager,  or  not  the  chief  executive.  That  person  will  be  ac- 
countable for  the  technology  architecture. 

Mr.  Brewster.  To  design  what  we  are  going  to  do? 

Mr.  DoLAN.  I  don't  want  to  mislead  you.  An  awful  lot  of  that  de- 
sign has  already  been  created.  This  is  the  person  that  will  preside 
over  those  design  pieces,  coming  together,  staying  together,  and 
being  mapped  as  the  projects  are  integrated. 

Mr.  Brewster.  We  have  spent  about  $800  million  thus  far.  Is 
any  of  that  design  phase,  or  is  that  strictly  planning,  or  what  is 
that? 

Mr.  DoLAN.  An  awful  lot  of  it  is  design.  Some  of  it  has  gone  into 
prototypes,  and  many  of  the  prototypes  are  already  demonstrating 
some  of  the  benefit  that  I  talked  about  in  my  testimony. 

Mr.  Brewster.  The  architect  will  mainly  implement  the  design 
that  has  been  done? 

Mr.  DoLAN.  Well,  it  is  not  a  static  desi^.  I  mean,  with  the  rate 
of  evolution  in  technology,  the  state  of  the  individual  subcomponent 
project  pieces,  there  is  an  awful  lot  of  influence  yet  for  a  chief  ar- 
chitect and  architect  staff  to  bring  to  bear. 

Mr.  Brewster.  In  Mr.  Rhile's  testimony,  you  mention  that, 

*  *  *  6  years  after  the  start  of  TSM,  we  find  unfinished  studies  of  IRS'  business 
operations  that,  as  we  previously  reported,  should  have  been  performed  before  issu- 
ance of  the  TSM's  master  plan  in  May  1991. 

Would  you  like  to  respond  to  that? 

Mr.  DoLAN.  I  think  there  is  a  little  bit  of  that  we  would  plead 
guilty  on,  and  there  is  a  little  bit  that  we  would  suggest  is  an  over- 
statement. I  think,  again,  if  we  had  done  it  perfectly  right,  we 
would  have  had  all  the  business  players  at  the  table  in  the  first 
instance.  Those  business  players  would  have  said,  "Here  is  how  we 
want  the  technology  redesigned."  I  think  we  went  the  way  that  an 
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awful  lot  of  places  did  where  the  technology  leaders  were  saying  we 
can  do  these  things,  and  the  technology  leaders  were  designing  a 
future.  Only  later  did  our  business  players  wake  up  and  say,  "Wait 
a  minute,  let's  leverage  that  technology  for  a  fundamentally  im- 
proved way  of  doing  business." 

So  we  were  "delayed  out  of  the  blocks,"  but  I  think  we  are  out 
of  the  blocks  with  a  vengeance  now,  having  the  business  part  of  the 
organization  in  front  of  the  technology. 

Mr,  Brewster.  As  a  guy  who,  2  years  ago,  was  in  the  State  legis- 
lature in  Oklahoma,  $23  billion  is  a  lot  of  money.  That  would  run 
our  State  government  for  5  years,  providing  education,  roads,  and 
eveiything.  So  those  numbers  are  kind  of  staggering  to  me. 

What  was  the  initial  projection  of  TSM,  and  has  the  number 
grown  or  has  it  always  been  $23  billion? 

Mr.  Philcox.  Mr.  Brewster,  the  figure  has  remained  pretty  static 
at  the  $23  billion  level.  However,  the  studies  that  Mr.  Dolan  re- 
ferred to  have  actually  allowed  us  to  reorganize  the  way  we  were 
going  to  employ  that  equipment  in  such  a  way  that  we  would  wind 
up  with  a  reduction  in  those  overall  cost  estimates  of  about  $2.5 
billion. 

Mr.  Brewster.  OK.  In  thinking  back  to  some  projects  such  as 
Space  Station  that  the  numbers  have  increased  fairly  dramatically 
as  time  went  on,  Mr.  Rhile,  would  you  project  that  $23  billion  will 
do  this  deal? 

Mr.  Rhile.  Well,  I  think  that,  given  all  the  changes  that  are  un- 
derway right  now,  that  that  $23  billion  is  pretty  soft. 

First  of  all,  it  is  pretty  difficult  to  project  out  that  far  in  the  fu- 
ture, and,  secondly,  given  all  the  changes  that  are  underway  right 
now  in  IRS — in  other  words,  trying  to  figure  out  how  they  are 
going  to  do  business  differently  and  what  sort  of  changes  they  are 
going  to  make  in  the  business  itself— they  are  going  to  have  to  do 
a  new  economic  analysis  in  order  to  understand  what  those  new 
figures  might  be. 

Our  guess,  though,  and  I  will  emphasize  that  it  is  purely  a  guess, 
is  that  that  figure  may  come  down  because  there  will  be  less  equip- 
ment in  fewer  places.  In  other  words,  things  will  be  consolidated 
and  so  forth. 

Mr.  Brewster.  That  sounds  like  good  news. 

I  have  only  one  other  question.  I  notice  on  here  that  two  pro- 
grams have  been  terminated  after  apparently  being  in  there  for 
several  years,  the  Check  Handling  Enhancements  Expert  System 
(CHEXS),  and  the  Taxpayer  Service  Integrated  System. 

Mr.  Rhile.  Right. 

Mr.  Brewster.  Can  you  give  me  an  approximate  cost  of  what  we 
have  spent  on  those  before  we  terminated  them? 

Mr.  Rhile.  I  don't  have  that  information  on  my  fingertips. 

Mr.  Philcox.  I  can  tell  you,  pretty  generally,  Mr.  Brewster,  I 
think  on  CHEXS  which  was  a  procurement  that  we  were  running. 
All  we  invested  in  that  was  the  money  to  put  the  RFP  out  and  do 
some  analysis  of  the  bids  that  came  in.  When  we  found  that  those 
bids  were  exorbitant  in  terms  of  their  cost,  we  determined  it  was 
not  a  good  way  to  go,  and  we  terminated  the  project  at  that  point. 
So  we  spent  very  little.  We  spent  I'ttle  staff  time  on  putting  that 
together.  I  can  get  you  the  exact  figure  if  you  want. 
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Mr.  Brewster.  If  it  is  convenient. 

Mr.  Philcox.  On  the  other  one,  TSIS,  we  went  as  far  as  putting 
in  a  prototype  in  two  of  our  district  offices  and  invested  several 
million  dollars  in  hardware  for  those  offices  to  test  the  concept.  Be- 
fore we  put  it  in  nationwide  however,  we  wanted  to  make  sure  that 
that  way  of  doing  business  added  to  the  kind  of  value  that  we 
would  have  expected.  We  found  that  it  did  not,  and  that  is  why  we 
terminated  the  project  at  that  point.  Rather  than  put  it  in  nation- 
wide and  spend  a  lot  of  money  on  a  system  that  really  didn't  work 
well,  we  decided  to  terminate  it  at  that  point  and  have  now  gone 
in  a  different  direction. 

Mr.  Brewster.  That  sounds  very  good.  When  you  look  at  the 
spending  this  year  and  realize  that  21.1  percent  of  every  dollar 
spent  is  borrowed  and  goes  into  our  debt,  you  have  to  be  very  care- 
ful. 

Thank  you.  I  appreciate  your  answers. 

Chairman  PiCKLE.  Mr.  Jefferson. 

Mr.  Jefferson.  Thank  you,  Mr.  Chairman. 

I  was  trying  to  follow  the  answer  to  Mr.  Houghton's  questions, 
at  least  toward  the  end  of  his  inquiry,  and,  essentially,  he  was  ask- 
ing why,  and  I  didn't  get  a  clear  response  why  the  schedule  is  off, 
why  the  human  resource  training  is  off  schedule,  why  the  business 
plan  isn't  where  it  should  be,  why  have  these  problems  cropped  up, 
and  what  are  the  plans  that  you  can  tell  us  about  today  that  will 
ensure  that  the  committee  won't  be  faced  with  these  wide  ques- 
tions, after  we  make  far  more  substantial  commitment  to  you,  for 
this  overall  project. 

Mr.  Philcox.  Mr.  Jefferson,  I  can  address  very  specifically  the 
projects  that  GAO  was  referring  to  that  have  had  slippages.  When 
we  initially  started  TSM  back  in  the  1987-89  timeframes  when  we 
were  doing  the  planning  for  these  projects,  we  planned  them  on  the 
assumption  that  we  would  get  optimum  funding  all  the  way 
through  to  actually  roll  them  out  on  schedule. 

We  also  planned  those  projects  based  on  the  fact  that  we  ex- 
pected the  procurements  to  come  in  at  the  optimum  times  and  so 
forth  and  so  on.  Four  of  those  projects  that  GAO  referred  to  have 
been  delayed  because  we  have  not  gotten  the  funding  support  nec- 
essary to  roll  them  out.  One  of  them  has  been  delayed  because  we 
had  a  protest  on  one  contract  that  lasted  about  a  year;  that  we  suc- 
cessfully defended  that  protest  in  the  end,  but  it  cud  delay  us. 

In  two  of  those  projects  that  you  mentioned,  we  put  in  proto- 
types, and  we  were  testing  our  business  case.  We  were  not  satisfied 
with  the  benefits  that  we  initially  expected  from  those  projects.  So 
we  wanted  to  modify  them  before  we  rolled  them  out  across  the 
whole  country  and  spent  the  big  dollars  on  them  that  were  going 
to  be  necessary. 

In  those  cases  we  purposefully  delayed  them  because  we  wanted 
to  get  greater  benefits  on  them.  So  those  are  basically  the  reasons 
why  we  have  had  delays  on  these  projects.  We  feel  that  some  of 
them  were  good  business  decisions,  while  some  of  them  were  un- 
avoidable because  of  the  funding  and/or  the  procurement  situation. 

Mr.  Jefferson.  You  say  that  you  projected  funding  at  a  certain 
level  and  procurement  at  a  certain  rate,  and,  of  course,  the  unex- 
pected things  happened  with  the  protest  and  the  contract  and  so 
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on.  Did  you  make  estimates  that  were  too  optimistic,  and,  if  that 
is  the  case,  do  we  have  optimistic  estimates  in  the  planned  pro- 
gram here  for  the  total  modernization? 

Mr.  Philcox.  I  think  in  the  early  days,  we  did  make  some  opti- 
mistic estimates.  We  didn't  realize  the  complexity  of  the  procure- 
ment process  that  we  were  going  through  or,  in  some  cases,  the 
complexity  of  the  development  process. 

I  think,  though,  that,  at  this  point,  we  have  gotten  a  lot  of  the 
procurements  in  place  that  we  need.  We  are  now  getting  a  lot  bet- 
ter at  making  project  timeframe  estimates. 

I  would  not  tell  you,  that  we  will  not  have  any  further  slippage 
in  some  of  these  estimates  in  the  future.  When  some  projects  go  out 
for  2,  3,  4  years  into  the  future,  it  is  very,  very  difficult  for  us  to 
make  real  concrete  estimates  of  how  long  it  is  going  to  take.  But 
based  on  our  experience,  we  are  getting  a  lot  better  at  that  and  on 
forecasting  these  schedules.  So  I  would  say  that  the  schedules  you 
are  going  to  be  looking  at  as  we  share  them  with  this  committee 
will  De  more  accurate  than  they  were  in  the  1987-88  timeframe. 

Mr.  Jefferson.  When  the  committee  talked  about  the  chief  ar- 
chitect's duties,  and  I  understand  there  is  more  than  one  person 
that  makes  up  the  chief  architect's  office,  I  suppose,  of  what  we  are 
talking  about  here,  maybe  what  you  envision  the  chief  architect  to 
do  and  what  the  committee  envisions  the  chief  architect  to  do 
aren't  the  same  responsibilities. 

When  the  chairman — and  I  don't  want  to  speak  for  him — talks 
about  accountability  and  having  someone  to  check  with,  to  talk  to, 
to  provide  the  reports  to  the  committee,  that  is  one  function  that 
I  think  would  be  very  valuable.  There  has  been  some  discussion 
about  it  amongst  committee  members  anyhow  as  it  being  a  very 
important  fimction  that  needs  to  be  exercised  by  someone. 

I  know  you  said  you  have  taken  some  responsibilities  unto  your- 
self to  ensure  the  overall  outcome  of  things,  but,  obviously,  you 
have  more  to  do  than  oversee  modernization  directly. 

So  the  question  is  no  matter  what  responsibilities  you  envision 
the  chief  architect  as  having  now,  can  we  talk  about  putting  to- 
gether an  office  with  a  set  of  responsibilities  that  respond  to  the 
needs  that  the  chairman  has  talked  about  as  needing  to  be  ad- 
dressed? 

Mr.  DoLAN.  Mr.  Jefferson,  I  think  that  the  direct  answer  is  yes, 
and  I  think  we  are  probably  not  as  far  apart,  and  I  may  have  made 
this  more  complicated  than  it  has  to  be. 

The  notion  of  how  the  architect  staff  will  have  its  influence  on 
tax  systems  modernization  is  something  that  we  clearly  owe  you, 
at  least  our  set  of  ideas  on  how  we  plan  to  use  it.  But  there  is  an- 
other office  in  this  whole  equation,  which  is  the  Office  of  the  Tax 
Systems  Management  Program  Manager,  which  is  Larry  Westfall. 
We  are  in  the  process 

Mr.  Jefferson.  Maybe  we  are  looking  to  the  wrong  office  for  this 
response. 

Mr.  DoLAN.  What  I  am  su^esting  is  between  those  two  offices, 
we  are  going  to  be  quite  capable  of  getting  you  what  you  want,  both 
in  the  way  of  accountability  and  in  the  way  of  dialog.  So  that  is 
not  the  issue.  We  have  no  problem  with  putting  the  committee  in 
the  position  it  wants  to  be. 
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We  also  think  the  committee  probably  does  want  to  hear  from 
the  architect  as  a  senior  technical  thinker  throughout  this  process, 
that  would  be  very  appropriate.  So  I  think  we  are  very  anxious  and 
willing  to  work  with  the  committee  on  any  kind  of  regime  that 
serves  your  needs. 

Mr.  Rhile.  May  I  comment  on  that,  Mr.  Jefferson? 

Mr.  Jefferson.  Yes. 

Mr.  Rhile.  In  its  most  oversimplified  form,  TSM  consists  of  three 
major  things  or  three  major  efforts.  One  is  the  business,  how  we 
are  going  to  do  business,  how  are  we  going  to  transition  from  the 
current  way  to  the  new  way.  Secondly,  the  human  resources,  how 
are  we  going  to  transform  our  current  work  force  to  the  new  work 
force  that  we  need.  Then,  thirdly,  the  technical  area:  this  is  the 
hardware,  software,  and  all  of  the  technical  things  that  need  to  be 
done.  Again,  I  don't  mean  to  oversimplify. 

The  chief  architect  looks  at  that  third  leg  of  the  triad.  We  think 
that  you  and  the  chairman  have  an  outstanding  point  in  that  you 
need  to  get  in  there  and  be  able  to  pinpoint  accountability.  At  the 
moment,  the  only  person  where  it  all  comes  together  is  at  the  dep- 
uty commissioner  level.  We  think  that  that  might  be  a  little  too 
high  in  the  organization,  given  all  the  other  duties  and  responsibil- 
ities that  such  a  person  has. 

So  we  are  encouraged  by  the  fact  that  IRS  is  in  the  process,  we 
think,  of  thinking  toward  establishing  a  position  that  will  pull 
them  altogether  at  a  level  that  is  lower  down  in  the  organization 
and  that  can  focus  exclusively  on  that. 

Mr.  Westfall.  Mr.  Jefferson,  if  I  might  comment  on  this,  the 
bird  that  Mr.  Rhile  discusses  roosts  on  my  shoulder.  I  am  the  pro- 
gram manager  for  tax  systems  modernization.  In  behalf  of  this  gen- 
tleman to  my  right,  I  have  the  burden  of  responsibility  to  oversee 
TSM  both  for  the  human  resource  element,  for  the  operating  re- 
quirements that  have  to  take  place,  and  for  the  technical  require- 
ments. 

Over  the  next  few  weeks,  I  will  be  establishing  a  program  man- 
agement and  oversight  staff  on  behalf  of  the  deputy  commissioner 
to  exercise  that  responsibility,  and  I  am  also  moving  into  the  role 
of  managing  the  transition,  focussing  on  the  next  4-year  period,  in 
particular,  to  see  to  it  that  we  manage  in  great  detail  the  delivery 
of  all  three  components,  the  technology,  the  human  resource 
changes,  and  the  operational  changes  that  have  to  take  place  to 
maximize  the  value  of  the  dollars  that  we  are  going  to  continue  to 
spend  on  TSM. 

Mr.  Jefferson.  Mr.  Chairman,  I  will  be  finished  in  a  minute. 

But  if  this  committee  were  to  sign  legislative  responsibility  for 
reporting,  let's  just  say,  on  the  progress  that  was  being  made  to  im- 
plement the  system,  it  would  be  properly  assignable  to  your  office? 

Mr.  Westfall.  I  believe  that  would  be  a  report  that  you  might 
very  well  be  looking  to  me  to  be  the  focal  point. 

Mr.  Jefferson.  I  have  one  last  inquiry,  if  I  might.  It  is  kind  of 
a  question.  There  seems  to  be  two  things  going  on  here  at  one  time. 
One  is  that  you  are  finishing  out  some  tinkering  with  the  present 
system,  fixing  up  some  prdblems,  so  that  it  doesn't  become — ^it 
doesn't  break  down.  Let's  just  put  it  in  those  crass  terms. 
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Then  you  are  working  on  a  long-term  plan  to  modernize  into  our 
system  with  new — God  knows — everything,  and  that  is  what  we 
are  talking  about  when  we  talk  about  $23  billion,  right? 

And  then,  as  you  are  tryring  to  complete  some  of  the  first  phases 
of  work,  there  is  a  little  bumping  into  it  as  you  begin  the  second 
part  of  it. 

I  want  to  ask  you,  is  it  necessary  to  continue  on  this  first  track 
of,  I  guess — I  don't  know  what  it  is  called — ^maintenance,  improve- 
ment, upgrading,  whatever  it  is,  with  the  expenditures  that  are  re- 
quired there  as  you  are  now  getting  into  the  second  part  of  this 
modernization? 

Mr.  Westfall.  Mr.  Jefferson,  I  would  like  to  take  a  crack  at 
that,  also.  You  are  correct  in  referring  to  the  things  we  do  today 
and  in  the  future  things.  We  have  spent  money  in  both  regards. 
Some  of  the  money  that  we  have  spent  early  on,  are  in  areas  like 
trying  to  place  our  existing  files  more  online  for  our  assisters  to  be 
able  to  accomplish  one-stop  service  with  taxpayers,  for  instance. 
That  is  an  interim  kind  of  a  thing  that  we  do  until  we  can  ulti- 
mately get  a  real-time  master  file  online  that  will  be  a  more  sophis- 
ticated approach  to  doing  that. 

What  we  are  doing  today  is  working  very  hard  to  see  that  the 
money  we  spend  in  the  short  term  is  invested  in  such  a  way  that 
we  maximize  the  utility  of  those  resources  into  the  longer-term  ob- 
jective. I  will  give  you  an  example.  Through  an  acquisition  vehicle 
called  TMAC,  we  have  procured  a  vast  array  of  hardware  and  soft- 
ware which  basically  will  provide  for  us  much  of  that  equipment 
and  software  for  TSM  as  we  proceed  into  the  future.  In  the  short 
term,  case-related  activities  that  we  are  doing,  todav  will  move  us 
into  a  position  of  being  able  to  buy  work  stations  from  that  plat- 
form— the  acquisition  platform,  that  will  ultimately  be  usable  in 
our  long-range  TSM  plan.  But  it  will  also  be  usable  in  some  of  our 
short-range  objectives  in  being  able  to  do  casework  more  efficiently 
and  more  appropriately  for  the  taxpayer  that  we  serve. 

So,  yes,  we  are  trying  to  be  very  cognizant  of  the  need  to  inte- 
grate these  things  and  to  make  sure  that  we  are  not  spending 
money  excessively  on  the  front  end  that  could  better  be  invested  for 
the  longer  term. 

Mr.  Jefferson.  Thank  vou,  Mr.  Chairman. 

Chairman  Pickle.  Well,  Mr.  Westfall,  before  I  recognize  Mr. 
Hancock,  I  think  we  are  all  in  general  agreement  about  the 
changes  that  have  got  to  take  place,  and  we  have  got  to  have  a  bet- 
ter system  of  accountability. 

This  committee  is  going  to  try  to  be  as  responsible  in  the  over- 
sight area  as  we  possibly  can  by  checking  individually  and  specifi- 
cally with  the  individual  professionals,  your  architect  down  at  the 
office.  We  know  that  your  department,  as  far  as  overall  reporting 
and  responsibility  and  policy,  is  the  one  we  have  got  to  contact.  We 
want  to  know  who  we  are  going  to  be  working  with  down  the 
street.  We  want  to  know  exactly  who  in  the  GAO  office,  and  we 
want  you  to  loiow  who  we  got  up  here  assigned  specifically. 

I  intend  to  make  periodic  reports  to  the  Congress.  I  hope  we  can 
operate  the  oversight  in  kind  of  a  business-like  manner,  so  that  we 
are  going  to  hold  you  responsible  for  these  programs  and  for  the 
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use  of  money,  and  you  have  just  said  that  is  what  you  think  you 
should  be  held  accountable  to. 

Mr.  Westfall.  It  is  indeed. 

Chairman  PiCKLE.  We  don't  expect  miracles  because  these  pro- 
grams are  not  known  factors  that  you  can  just  count  like  ad^ng 
2  and  2.  So  there  will  be  some  slippage,  and  we  have  to  know  that, 
but  we  ought  to  know  what  it  is,  and  if  there  are  errors  down  the 
street,  I  don't  know  why  we  should  recommend  you  get  extra 
money  through  supplemental  bills  when  you  have  made  a  mess  out 
of  something  else,  or  we  haven't  been  accountable. 

I  hope  this  committee  will  be  able  to  be  forceful  enough  to  say 
to  the  Appropriations  Committee  that  you  don't  deserve  this  extra 
money.  In  the  years  past,  we  have  given  extra  money,  and  we  have 
gone  to  them  to  ask  for  funds  when  vou  didn't  ask  for  it. 

I  am  willing  to  ask  for  it,  but  I  think  we  have  got  to  have  more 
accountability,  and  I  iust  want  to  have  a  clearer  picture  that  this 
is  what  we  hope  to  do,  so  at  least  we  can  all  understand  it,  and 
I  believe  there  is  general  agreement  here  about  what  you  want  to 
do  on  it. 

I  am  going  to  come  back  to  one  other  thing,  but  I  do  want  to  rec- 
ognize the  presence  here  this  afternoon  of  the  former  IRS  Commis- 
sioner, Larry  Gibbs.  He  is  out  there,  and  he  is  making  notes,  and 
I  don't  know  why,  but  we  are  glad  to  have  you  here,  Mr.  Gibbs.  We 
should  have  you  up  here  in  front.  Do  you  decline? 

Mr.  Hancock. 

Mr.  Hancock.  Thank  you  very  much. 

We  are  talking  about  a  lot  of  monev  here.  As  my  friend  from 
Oklahoma  said,  we  are  talking  about  $23  billion  of  additional  in- 
vestment. 

I  also  have  to  think  about  the  compliance  cost  in  the  private  sec- 
tor, what  it  costs  people  to  comply  with  our  income  tax  law.  One 
of  the  reasons,  in  my  judgment,  is  the  type  of  thing  we  are  talking 
about  here  results  from  the  complication  of  the  law.  In  fact,  I  main- 
tain if  it  wasn't  for  computers,  we  couldn't  have  an  income  tax  law 
like  we  have  because  nobody — nobody  could  keep  it  on  a  ledger 
book  as  we  used  to  when  I  started  in  business. 

One  of  the  things  that  I  am  curious  about — and  maybe  I  hadn't 
ought  to  ask  this  question.  They  say  you  are  not  supposed  to  ask 
questions  if  you  already  know  the  answer.  But  I  have  been  curious 
about  how  many  of  you  people  fill  out  your  own  income  tax  returns 
completely  and  don't  use  any  outside  help  or  anything. 

Mr.  DoLAN.  One  of  the  things  that  I  have  observed  in  my  career, 
Mr.  Hancock,  is  that  the  poorer  you  are,  the  easier  it  is  to  fill  out 
your  tax  return.  [Laughter.] 

I  mean,  I  think  that  is  part  of  what  is  going 

Mr.  Hancock.  Well,  if  you  ever  get  comparatively  successful 
where  you  can  start  hiring  other  people  and  providing  jobs,  then 
you  might  appreciate  the  question  a  little  more.  I  was  just  curious 
about  that  point. 

Mr.  Westfall.  Mr.  Hancock,  the  fact  that  we  prepare  those  re- 
turns doesn't  necessarily  mean  we  would  assert  that  they  are  easy 
to  prepare. 

Mr.  Hancock.  I  understand.  I  understand. 
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Well,  the  reason  I  was  asking,  Money  magazine  recently  inter- 
viewed a  number  of  people  in  the  U.S.  Congress;  in  fact,  people  on 
the  Ways  and  Means  Cfommittee.  In  fact,  someone  said  that  Mel 
Hancock  hired  an  outside  tax  man,  and  someone  on  my  staff  said 
that  he  really  needs  to  have  somebody  on  the  outside.  I  will  go 
along  with  that  because  I  think  there  was  about  80  or  90  pages  to 
it,  and,  frankly,  I  just  gave  up  on  trying  to  complete  it.  I  haven't 
got  the  time,  even  thou^  I  present  the  records. 

But  of  the  people  that  vou  are  bringing  in,  as  the  chairman  has 
asked  about,  the  person  that  is  going  to  be  in  charge,  the  architect, 
I  understand  you  don't  want  to  divulge  any  names.  Are  you  bring- 
ing those  people  in  from  Government  or  from  the  private  sector? 

Mr.  DoLAN.  Let  me  ask  Mr.  Philcox  to  give  you  some  of  the  par- 
ticulars. 

Mr.  Philcox.  Mr.  Hancock,  one  of  these  people  we  are  bringing 
in  from  the  private  sector  today,  he  has  been  working  with  the  De- 
fense Department,  but  he  is  a  private  sector-type  person,  Ph.D.  in 
computer  science  and  electrical  engineering.  So  he  nas  a  great  deal 
of  experience. 

The  other  gentleman,  we  are  bringing  in  is  also  from  Defense.  He 
has  been  working  very  high  in  the  Department  of  Defense  and  has 
had  a  lot  of  experience — about  20-some  years  worth  of  experience 
working  with  the  Defense  Department  putting  together  their  big 
systems.  So  that  is  essentially  the  kind  of  experience  we  are  get- 
ting, 

Mr.  Hancock.  I  understand  where  they  are  coming  from,  but, 
you  know,  I  am  fascinated  once  in  a  while  at  the  accuracy  of  the 
credit  card  companies  and  the  way  they  keep  their  records.  Very 
rarely  do  they  make  a  mistake.  I  wonder  if  there  might  not  be  a 
lot  of  ability  right  there  that  you  might  be  able  to  utilize. 

Mr.  Philcox.  As  a  matter  of  fact,  we  have  been  down  to  visit 
with  a  number  of  them.  For  example,  we  have  visited  American  Ex- 
press, and  we  are  using  some  of  their  design  concepts. 

One  of  the  people  from  the  National  Research  Council  Committee 
that  has  been  evaluating  tax  systems  modernization  is  the  former 
president — ^retired  now — of  MasterCard.  He  was  well-known  for 
having  completely  revamped  the  MasterCard  system  with  new 
technology.  So  we  are  getting  the  benefit  of  his  knowledge,  too. 

That  kind  of  business  lends  itself  particularly  well  to  the  kind  of 
problems  we  have.  So  we  are  learning  as  we  go  from  what  has  hap- 
pened in  that  segment  of  the  private  sector, 

Mr.  Hancock.  One  other  thing  that  we  have  talked  about  is  the 
system  that  you  have  right  now,  the  electronic  system  or  the  ac- 
coimting  system  or  the  record-keeping  system  that  you  have.  From 
what  I  hear  and  what  we  have  talked  about,  it  is  on  the  verge  of 
being  completely  overloaded.  What  is  going  to  happen  if  we  end  up 
passing  the  Btu  energy  tax  this  year?  Will  the  system  handle  it? 

Mr.  DOLAN.  Well,  I  think  the  system  can  handle  it.  The  difficulty 
will  be  for  us  is  that  any  time  you  put  a  new  system  online,  you 
are  competing  for  the  same  resources  that  would  otherwise  have 
been  invested  in  some  of  the  other  tax  systems  modernization  al- 
ternatives. So  it  is  a  constant  tradeoff  of  where  do  you  put  your 
systems'  people.  To  the  extent  that  a  new  tax  brings  with  it  a  fun- 
damentally oifferent  set  of  regimes  for  us  to  build  mto  our  process, 
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then  that  is  the  thing  that  will  be  most  challenging  for  us  is  to  put 
the  software,  people,  and  the  systems  people  to  work  and  do  that 
in  time  to  bring  on  a  tax,  presumably,  for  next  year. 

Mr.  Philcox.  Mr.  Hancock,  I  would  just  like  to  comment.  If  you 
had  asked  that  same  question  3  or  4  years  ago,  there  would  be  no 
way  that  we  could  handle  it.  Today,  in  terms  of  the  hardware  and 
the  computer  capacity,  we  probably  would  be  able  to  do  that.  So  we 
are  maJting  progress  in  that  regard. 

Mr.  Hancock.  I  hate  to  hear  that.  [Laughter.] 

All  right.  Let  me  ask  another  question.  Are  you  involved  in  col- 
lecting student  loans  and  delinquent  child  support?  Feeding  that 
all  in,  and  how  capable  is  the  system  you  are  talking  about?  Will 
it  help  in  those  areas? 

Mr.  DoLAN.  Essentially,  what  we  do  now  in  both  of  those  areas 
is  called  an  offset.  We  are  essentially  taking  tax  refunds  and  offset- 
ting them  against  debts  on  both  of  those  categories.  So  that  is  the 
way  we  currently  operate.  If  you  were  interested,  I  could  get  you 
the  volumes  that  we  are  doing  in  both  of  those  programs. 

[The  following  was  subsequently  received:] 


Year  Refund  cases 


Revenue  in 
millions 


Refunds  offset  for  child  support: 

1991  869,000  $523 

1992  992.000  643 

Refunds  offset  for  student  loans: 

1991  576.000  371 

1992 720,000  530 

Mr.  Hancock.  I  would  like  to  know  because  I  understand  be- 
tween the  student  loans,  especially  from  a  Government  standpoint, 
and  also  uncollected  income  taxes  amounts  to  a  lot  of  money.  That 
is  something  that  I  believe  we  are  going  to  have  to  take  a  very  long 
look  at. 

Thank  you,  Mr.  Chairman. 

Chairman  Pickle.  Thank  you,  Mr.  Hancock. 

Now,  I've  got  a  lot  of  questions,  but  we  may  send  several  of  these 
to  you  in  writing,  because  this  committee  is  sympathetic  to  the 
problem. 

I  don't  know  how  much  you  are  proposing  in  new  TSM  programs. 
This  is  really  just  an  ongoing  extension  of  the  present  program  un- 
derway, actually,  but  in  a  broader  base  to  an  outline.  And  we  can't 
be  sure  how  you  are  going  to  operate  in  any  of  these  things,  but 
this  committee  wants  to  try  to  be  as  familiar  with  it  as  we  can  and 
be  as  informed  and  helpful  as  we  can,  and  I  want  to  work  together. 

Now,  we  have  got  several  analyses  to  make  here.  First,  I  want 
to  say  to  you  that  I  am  concerned  about  Taxpayer  Services  and 
what  is  going  to  happen  to  that  program.  When  Mr.  Gibbs  was  rim- 
ning  Taxpayer  Services,  he  put  great  emphasis  on  the  program.  We 
had  a  lot  of  face-to-face  personal  opportimities  for  individuals  to 
look  people  in  the  eye  at  the  IRS  and  settle  some  of  the  differences. 
They  have  certainly  been  ongoing  in  my  district. 
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Will  these  programs  lessen  or  increase  that  type  of  taxpayer 
service? 

Mr.  DOLAN.  My  view,  Mr.  Chairman,  will  be  it  will  increase 
the — maybe  not  in  total  numbers  of  employees  doing  it,  but  it  will 
put  the  face-to-face  service  on  the  questions  most  in  need  of  face- 
to-face  help.  Currently  what  we  have  done  through  some  of  the 
electronic  systems  is  only  respond  to  the  call  about  the  status  of 
an  individual's  refund.  For  the  call  that  is  only  about  "send  me  a 
form,"  it  is  one  that  we  can  handle  electronically.  But  for  the  per- 
son who  has  a  more  complicated  question  that  needs  face-to-face  or 
person-to-person  assistance  will  presumably  have  greater  access  to 
that  likelihood. 

Chairman  PiCKLE.  Did  I  understand  the  question  Mr.  Brewster 
asked  earlier  that,  with  respect  to  Taxpayer  Services,  that  you 
were  lessening  the  funding  of  that  program? 

Mr.  DoLAN.  No,  I  don't  think  that  was  the  context  of  our  re- 
sponse. 

Chairman  PiCKLE.  All  right.  That  is  good.  I  would  hope  not,  but 
I  could  see  why  you  could  give  quicker  information,  more  accurate 
information,  and,  therefore,  you  could  maybe  lessen  the  need  for 
Taxpayer  Services.  But  I  think  you  must  not  eliminate  that  office 
to  have  personal  interviews. 

Mr.  DoLAN.  We  agree  with  you  100  percent,  and  one  of  the 
things  that  has  happened  this  year  is  we  have  resolved  a  million 
more  taxpayer  accounts.  This  includes  something  somebody  has 
called  us  about,  a  billing  problem,  something  about  their  account 
situation.  We  have  resolved  a  million  more  of  those  than  we  did 
last  year  because  of  our  ability  to  use  those  800  additional  termi- 
nals, that  help  us  get  the  authorities  into  the  assister's  hands.  So 
the  premium  is  on  doing  more  than  that,  Mr.  Chairman,  not  less. 

Chairman  PiCKLE.  Incidentally,  those  800  different  terminals,  is 
that  in  the  electronic  field  only,  or  is  that  in  all  of  the  others? 

Mr.  DoLAN.  Mostly,  Taxpayer  Services  offices  is  where  those  800 
went. 

Mr.  Westfall.  Toll-free  sites,  for  the  most  part. 

Chairman  PiCKLE.  All  right.  That  is  good. 

Now,  2  years  ago,  I  think  it  was,  we  had  made  a  visit  to  Philadel- 
phia and,  I  think,  Cincinnati,  and  we  found  out  that  those  two  of- 
fices up  there  were  not  making  deposits  quick  enough  about  money 
they  received  from  taxpayers,  and  as  a  result,  they  kept  the  funds, 
the  check  on  hand,  for  a  week  to  10  days  time  for  the  deposit. 

We  brought  that  to  the  attention  of  the  IRS,  and  you  should  cer- 
tainly check  that  and  correct  it.  We  estimated  2  years  ago  that  you 
lost  over  about  $2.4  million  in  those  two  offices  alone. 

Now,  General  Accounting  Office  tells  me  that  the  same  thing  is 
taking  place;  that  you  are  doing  the  same  thing  that  you  did  2 
years  ago;  and  that  they  reported  the  same  lack  of  deposits.  Is  that 
going  on? 

Mr.  DoLAN.  Mr.  Chairman,  I  think  there  is  a  recent  General  Ac- 
counting Office  study.  If  I  am  not  mistaken,  it  deals  more  with  this 
set  of  circumstances  we  find  ourselves  in  at  the  very  end  of  the  tax 
filing  season,  when  within  the  last  weeks  of  the  filing  season,  you 
have  got  a  tremendous  surge  of  received  payments.  I  think  what 
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the  report  does  is  tries  to  identify  ways  to  further  accelerate  those 
deposits. 

Chairman  Pickle.  Now,  GAO  tells  us  that  that  practice  is  still 
continuing.  Is  that  right,  Mr.  Rhile? 

Mr.  Rhile.  Let  me  ask  Mr.  Attianese  to  speak  to  that,  Mr.  Chair- 
man. I  am  the  technologist. 

Chairman  Pickle.  Mr.  Attianese,  we  are  glad  to  have  you  again. 

Mr.  Attianese.  Mr.  Chairman,  that  is  correct.  That  is  what  our 
report  said.  The  way  Mr.  Dolan  described  it  is  correct.  It  is  at  the 
end  of  the  filing  season,  IRS  is  not  able  to  deposit  all  the  tax  re- 
ceipts they  get  quickly.  The  receipts  are  around  for  6  to  10  days. 
I  can't  remember  the  exact  timeframes  this  year. 

There  are  things  we  think  IRS  could  do  to  try  to  get  the  receipts 
deposited  faster.  We  made  some  recommendations  a  couple  of  years 
ago  and  honestly  didn't  think  that  IRS  was  doing  all  that  it  they 
could  to  try  to  take  action  to  address  the  problem.  We  rec- 
ommended again  this  year  that  IRS  try  to  gather  data  on  what 
kinds  of  tax  returns  are  most  likely  to  have  big  payments.  For  ex- 
ample, we  identified  applications  for  extensions  to  file  as  having 
large  payments  and  we  think  IRS  could  do  something  about  getting 
those  payments  deposited  more  quickly.  In  general,  we  thought 
there  was  more  that  could  be  done  to  get  deposits  into  the  bank 
faster. 

Chairman  Pickle.  Well,  what  are  you  doing  at  the  IRS  to  get 
those  deposits  in  faster? 

Mr.  Dolan.  Mr.  Chairman,  I  don't  think  we  would  disagree  with 
Mr.  Attianese  about  further  opportunities  to  do  that. 

I  would  tell  you  that  we  do  sorting  right  now  to  try  to  get  the 
largest-dollar  stuff"  in  the  bank  earlier.  Let  me  also  predict  for  you 
that  this  is  going  to  be  an  all-time  tough  year  for  us  with  the  move- 
ment of  so  many  people  from  refund  status  into  balance  due.  We 
expect  to  receive  more  checks  in  the  mail  on  April  15  than  we  prob- 
ably have  at  any  time  in  our  recent  past. 

So  our  system  this  year  is  going  to  be  stressed  like  never  before 
because  of  the  changes  in  the  withholding  tables  last  year  and  all 
of  those  people  owing  that  got  refunds  last  year.  As  many  as  4  or 
5  million  people,  potentially,  will  end  up  holding  those  returns 
until  the  very  last  weeks. 

So  we  are  going  to  look  at  the  additional  suggestions  that  the 
GAO  made,  and  we  will  continue  to  try  to  find  ways  to  get  the 
funds  to  the  bank  earlier.  But  at  some  point,  there  is  a  numan 
limit  on  our  ability  to  do  that  in  those  last  2  weeks  in  April. 

Chairman  Pickle.  Am  I  to  understand  from  both  of  you  that  this 
is  a  problem  that  only  comes  about  primarily  at  the  end  of  a  tax 
season? 

Mr.  Dolan.  That  is  my  impression. 

Chairman  Pickle.  Is  it  your  statement  to  me  then  that  this  is 
not  an  ongoing  practice  during  the  regular  course  of  the  year? 

Mr.  Dolan.  When  you  get  such  a  volume  in  that  very  narrow 
window,  that  is  what  puts  the  stress  on  all  of  our  encoder  ma- 
chines. All  of  our  ways  of  dealing  with  payments  are  pushed  be- 
yond their  technical  limits  during  that  very  narrow  band  in  the  fil- 
ing season,  because  of  the  impact  of  the  late  receipts. 

Chairman  Pickle.  Mr.  Westfall. 
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Mr.  Westfall.  The  fact  of  the  matter  is  that  the  overwhelming 
majority,  almost  all  of  our  receipts  most  of  the  time,  go  in  the  bank 
the  same  day  the  check  is  received  in  the  center.  There  is  an  enor- 
mous priority  placed  on  opening  those  remittances  and  making  an 
immediate  deposit. 

But  there  is  just  an  overwhelming  volume  that  comes  in  as  you 
know  on  April  15  itself  that  creates  a  situation  that  we  have  to  dig 
out  from  that  takes  us  3  or  4  days,  and  I  think  that  is,  in  fact, 
what  we  are  talking  about. 

Chairman  PiCKLE.  I  don't  know  that  I  have  a  specific  answer, 
but,  if  this  practice  is  continuing  and  GAO  relates  that  it  is  con- 
tinuing, we  have  to  get  a  better  answer  to  it,  and  I  don't  know 
what  it  is,  but 

Mr.  DOLAN.  One  of  the  things  I  mentioned 

Chairman  Pickle,  [continuing].  I  don't  think  we  can  just  dismiss 
it  by  a  generalization  that  the  human  being  can  only  do  so  much. 

If  we  are  losing  $2.5  million  in  a  service  center  because  of  those 
lack  of  deposits  and  if  that  is  going  on  in  one  or  two  centers  and 
if  that  is  going  on  likewise  throughout  the  United  States,  we  could 
be  losing  upward  of  $1  billion  a  year.  Now,  that  is  speculative,  but 
that  is  a  possibility  if  it  is  the  kind  of  practice  that  is  rampant 
throughout  the  country. 

Mr.  DoLAN.  No,  and  don't  hear  us  saying  that  we  are  just  going 
to  accept  it  as  the  price  of  doing  business.  One  of  the  things  that 
I  mentioned  in  my  testimony  that  we  would  have  seen  in  Atlanta 
if  we  had  have  gone  this  week  is  our  TAXLINK  system.  TAXLINK 
is  our  initial  endeavor  in  getting  more  and  more  payments  to  come 
to  us  electronically.  As  those  payments  come  to  us  electronically, 
you  don't  have  that  same  cycle  of  having  to  get  them  out  of  enve- 
lopes and  get  them  sorted  and  get  them  into  a  bank,  and  so  that 
is  our  long-term  solution  there. 

Chairman  Pickle.  I  want  to  ask  some  other  questions,  but,  Mr. 
Hancock. 

Mr.  Hancock.  Thank  you,  Mr.  Chairman. 

I  would  like  to  check  on  something  here,  and  maybe  Mr.  Dolan 
can  address  this.  When  the  President  spoke  to  the  Congress,  he 
ended  up  giving  us  a  report  called  the  Vision  of  Change,  and  in 
that,  he  estimated  the  cost  of  TSM  over  the  next  4  years  to  be  $1.8 
billion.  From  what  I  have  heard  here,  it  sounds  to  me  that  we  are 
talking  about  a  lot  more  money  than  that. 

What  do  you  estimate  the  need  will  be  over  the  next  4  years,  as- 
suming that  we  may  be  enacting  the  Btu  energy  tax  and  maybe  a 
lot  of  other  changes  in  the  tax  structure? 

Mr.  Dolan.  I  think,  Mr.  Hancock,  that  may  be  a  better  one  for 
us  to  try  to  get  back  to  you  a  complete  answer  in  writing,  if  you 
don't  mind. 

What  I  think  happened  was  some  part  of  the  data  that  was  used 
was  potentially  a  design  master  plan  data  of  a  couple  of  years  ago. 
Sometimes  people  used  net  versus  gross,  and  I  think,  if  you  would 
permit  us,  we  could  respond  more  fully  to  your  question  with  a  fol- 
lowup. 

Mr.  Hancock.  Yes,  we  would  like  to  have  the  answer. 

Mr.  Dolan.  OK 
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[The  following  was  subsequently  received:] 

From  fiscal  year  1987  to  1993,  IRS  has  been  appropriated  a  total  of  $1.5  billion 
for  TSM.  Our  request  for  fiscal  year  1994  TSM  funds  is  $717  million.  At  this  time, 
we  are  formulating  our  fiscal  year  1995  and  out  year  projections  based  on  our  new 
business  vision.  We  are  unable,  therefore,  to  give  you  a  precise  estimate  of  the  ex- 
penditure projections  for  fiscal  years  1995,  1996,  and  1997. 

Mr.  Hancock.  Thank  vou. 

Chairman  Pickle.  Tnis  subcommittee  had  received  different 
complaints  over  the  years  about  particular  practices,  one  of  which 
is  telephone  service.  In  my  own  city  of  Austin,  Texas,  I  get  com- 
plaints from  my  office  that  we  tried  to  call  IRS,  and  we  tried  to  call 
IRS  over  and  over  and  over  again.  That  is  a  continuing  complaint, 
and  it  is  not  from  people  who  just  are  registering  complaints  to  us 
just  to  pass  the  time  of  day  because  they  are  frustrated  and  angry. 

Now,  I  know  that  you  have  tried  to  get  some  extra  money,  and 
I  know  that  in  the  supplemental  bill  that  the  House  just  passed  re- 
cently, there  was  extra  money  in  the  telephone  service.  I  am  asking 
you  now  what  kind  of  amount  of  money  will  my  district  in  Austin 
receive?  Can  you  tell  me  will  my  service  center  get  extra  money  on 
telephone  service? 

Mr.  DoLAN.  I  think  the  specific  piece  of  the  supplemental,  Mr. 
Chairman,  that  would  affect  your  district  in  Austin  would  have 
come  as  a  result  of  an  automatic  call  distributor  that  will  be  placed 
in  the  Houston  district,  which  is  where  the  toll-free  telephone  serv- 
ice is  provided  to  Austin  taxpayers.  That  is  the  piece  of  the  supple- 
mental that  would  bear  most  directly  on  them,  I  think,  some  of  the 
difficulty  Austin  taxpayers  are  having  is  getting  in  at  this  time  of 
the  year  to  get  answers  to  their  technical  tax  questions. 

The  Houston  district  is  one  place  to  be  having  this  problem,  I 
wish  it  were  somewhere  else  because  we  know  they  service  your 
constituency,  Mr.  Chairman.  We  are  having  a  heck  of  a  time  with 
the  phone  company  down  there.  The  demand  for  service  in  Houston 
has  gone  right  through  the  ceiling. 

We  are  answering  as  many  calls  as  we  scheduled  to  this  year. 
What  we  schedulea  this  year  is  based  on  last  year.  Yet,  we  are 
looking  at  the  current  demand  and,  it  looks  like  either  something 
has  happened  goofy  this  year  with  respect  to  the  increase  number 
of  people  that  need  to  get  to  us.  The  phone  company  has  given  us 
data  that  we  can't  quite  make  sense  of  yet  because  demand  is  run- 
ning far  hotter  than  a  lot  of  most  other  places  in  the  country. 

Cnairman  Pickle.  I  am  glad  to  see  that  funds  are  included  in 
the  supplemental  bill  for  telephone  service,  and  I  voted  for  it,  but 
I  never  know  whether  I  am  going  to  get  any  help,  and,  apparently, 
I  am  not  getting  it.  And  I  would  like  to  have  a  breakdown,  if  I  can, 
of  how  much  has  been  allocated  to  my  area,  whether  it  is  Austin 
and/or  Houston. 

Now,  if  you  all  would  hold  up  just  a  minute,  we  have  a  vote  on 
here,  and  we  may  have  to  call  this  to  a  halt. 

[The  following  was  subsequently  received:] 

The  estimated  expenditures  for  an  automated  call  distributor  for  the  Houston  call 
site  was  $700,000.  However,  as  you  know  we  were  unable  to  obtain  the  necessary 
funds  when  the  Senate  failed  to  pass  the  President's  stimulus  package. 

Mr.  Jefferson.  Mr.  Chairman. 
Chairman  Pickle.  Mr.  Jefferson. 
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Mr.  Jefferson,  Yes,  sir. 

Chairman  PiCKLE.  Have  you  voted,  Mr.  Jefferson? 

Mr.  Jefferson.  No,  sir,  I  haven't. 

I  don't  know  that  we  have  time  to  get  an  answer  to  this  question, 
but  I  hope  that  we  get  an  answer  whether  I  am  here  or  not,  or 
whatever,  but  here  is  the  one.  If  we  go  ahead  with  this  proposal 
as  being  off  of  here  today,  and  let's  assume  it  is  all  voted  on  and 
put  in  place  and  whatever,  what  changes  do  you  anticipate  that 
Congress  will  be  forced  to  make  in  the  tax  laws  to  accommodate 
the  operation  of  this  new  system,  of  this  modernized  system? 

We  talked  about  one  at  the  time  transcendentally.  We  talked 
about  the  voice  printing,  and  I  suppose  it  will  be  something  that 
we  will  have  to  write  in  the  law  about  that. 

What  other  changes  will  be  generated  by  this  new  system  in  our 
tax  laws  that  will  change  the  nature  of  our  tax  laws  and  change 
the  way  we  have  to — the  responsibility  be  placed  on  taxpayers? 
That  may  be  too  long  a  question  to  get  an  answer  to  before  we  have 
to  go  and  vote,  but  I  would  hope  that  you  get  an  answer  for  the 
committee  before  we  are  done. 

Mr.  DoLAN.  I  think  that  is  a  good  question,  and  I  would  like  to 
take  the  opportunity  to  give  you  a  more  complete  answer,  but  we 
also  mentioned  today  things  like  credit  card  legislation.  There  are 
probably  some  tax  periods  that  we  may  want  to  affect;  rather  than 
being  a  quarterly  filing  obligation,  maybe  changing  them  to  an  an- 
nual basis.  There  are  a  series  of  these  initiatives  that  we  could  put 
together  in  one  place  and  share  with  the  committee  because  there 
are  a  variety  of  those  legislative  aids  that  will  facilitate  the  full  de- 
liverv  of  tax  systems  modernization. 

[The  following  was  subsequently  received:] 

In  this  regard,  IRS  is  working  closely  with  the  Department  of  the  Treasury  to 
craft  legislative  proposals  that  the  administration  will  transmit  to  the  Congress  in 
the  near  fiiture.  Four  of  these  proposals,  however,  that  are  important  to  the  imple- 
mentation of  TSM  were  included  in  the  vetoed  H.R.  11,  the  Tax  Revenue  Act  of 
1992;  three  are  included  in  H.R.  13,  The  Tax  Simplification  Act  of  1993.  These  four 
provisions  are: 
Use  of  Reproductions  of  Returns  Stored  in  Digital  Format  (H.R.  13). 

IRS  needs  statutory  authority  to  treat  a  digitally  imaged  return  as  the  origi- 
nal. This  wiU  permit  us  to  store  digital  images  of  returns  instead  of  paper,  thus 
enabling  rapici  retrieval  of  tax  return  information 
Alternative  Methods  of  Verifying  Returns  (H.R.  11). 

Currently,  taxpayers  who  file  electronically  must  submit  a  signed  jurat  follow- 
ing the  transmission  of  the  electronic  return.  IRS  is  requesting  authority  to 
pilot  various  alternative  methods  for  signature  verification.  This  could  lead  to 
a  totally  paperless  tax  return  filing  that  would  reduce  the  burden  on  taxpayers 
and  save  the  IRS  funds  in  retrieval  and  storage  of  a  paper  iurat.  In  1992,  it 
was  estimated  that  it  cost  the  Service  almost  $11  million  to  handle  the  paper 
that  now  has  to  accompany  an  electronically  filed  return. 
Payment  of  Tax  by  Credit  Card  (H.R.  13). 

Section  6311  of  the  Code  currently  permits  payment  of  taxes  by  checks  or 
money  orders.  The  legislation  would  allow  IRS  to  also  accept  credit  cards  which 
would  permit  those  who  currently  file  balance  due  returns  to  file  electronically. 
Cooperative  Agreements  with  State  Tax  Authorities  (H.R.  13). 

This  provision  will  allow  the  IRS  to  enter  into  cooperative  agreements  with 
State  tax  authorities  and  permit  joint  filing  and  single  processing  of  Federal 
and  State  tax  returns.  The  proposal  would  also  permit  other  joint  Federal-State 
cooperative  efforts.  Enactment  of  an  expanded  version  of  this  proposal  would  re^ 


duce  taxpayer  burden,  speed  up  the  processing  of  returns  and  the  issuance  of 
refunds,  reduce  costs  and  increase  accuracy  for  both  the  States  and  IRS.  It 
would  also  as  well  help  to  expand  the  total  number  of  electronically  filed  re- 
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Chairman  PiCKLE.  Mr.  Dolan  and  Mr.  Rhile,  I  wanted  to  ask  a 
lot  of  other  questions  for  the  record.  I  am  going  to  submit  them  in 
writing  to  you. 

I  want  to  get  a  response  to  you  on  measuring  the  progress  we 
made  in  completing  the  TSM  from  2  years  ago,  the  statement  Mr. 
Goldberg  has  made  about  where  they  are  with  all  of  these  different 
categories,  and  I  want  you  to  respond  to  us  to  say  are  you  up  to 
snuff  on  it  or  are  you  behind  and  so  forth. 

Likewise,  at  our  request  last  year,  an  item  was  put  in  the  appro- 
priations bill  specifically  asking  for  a  report  about  the  TSM 
progress  at  the  end  of  the  year.  We  have  received  a  report  from 
your  office — I  think,  from  Ms.  Gayle  Morin — giving  us  an  indication 
of  the  progress  and  where  we  are  on  it. 

We  find  that  there  are  several  areas  that  we  think  are  not  com- 
plete in  that  area  and  that  additional  information  ought  to  be  given 
on  this  TSM  program  because,  while  that  was  a  general  statement 
of  it,  we  don't  think  it  is  complete  enough,  not  nearly  complete 
enough.  We,  therefore,  have  several  questions  for  you  in  particular 
areas  that  would  implement  the  kind  of  report  that  we  want  and 
at  least  what  we  think  should  be  the  information. 

I  have  other  questions.  In  view  of  the  fact  that  we  have  a  motion 
pending  now  and  a  couple  of  other  anticipated  as  a  followthrough, 
I  think  that  we  will  not  continue  these  kind  of  questions  at  this 
point,  but  I  will  submit  them  to  you  and  then  ask  for  a  further  re- 
sponse. 

I  am  encouraged  that  we  are  embarking  on  a  great  venture  here 
to  modernize  our  system.  I  think  it  can  be  done.  I  think  it  has  to 
be  done.  I  think,  though,  that  we  need  to  be  kept  better-informed 
with  our  own  agencies  about  what  we  are  doing  and  how  we  are 
coming  along.  It  is  going  to  take  close  coordination.  That  is  why  we 
want  to  try  to  work  closely  with  these  organizations  down  the 
street.  So  we  will  know  up  here,  and  then  I  hope  we  can  be  respon- 
sible on  the  basis  of  the  facts  of  what  we  have  learned. 

Instead  of  proceeding  now,  I  am  going  to  submit  a  lot  of  these 
questions  to  you  in  writing.  There  are  some  more  that  I  wanted  to 
ask,  but  I  thmk  we  have  tne  basic  thrust  of  your  testimony  today. 

So  I  thank  you  very  much,  and  I  am  going  to  have  to  run  to  the 
floor. 

Mr.  Dolan.  You  are  welcome,  Mr.  Chairman. 

Mr.  Rhile.  Thank  you,  Mr.  Chairman. 

Chairman  Pickle.  The  subcommittee  is  adjourned. 

[Whereupon,  at  3:40  p.m.,  the  hearing  was  adjourned.] 

[A  submission  for  the  record  follows:] 
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STATEMENT  BY  ACTING  COMMISSIONER  RICHARD  SCHRADER, 

NYC  DEPARTMENT  OF  CONSUMER  AFFAIRS 
ON  ELECTRONIC  FILING  AND  REFUND  ANTICIPATION  LOANS 

April,  1993 

On  March  25,  1993,  the  Subcommittee  on  Oversight,  Committee  on 
Ways  and  Means  (the  "Subcommittee")  held  a  hearing  to  review  the 
Administration's  proposals  related  to  Internal  Revenue  Tax  Systems 
Modernization  ("TSM") .  The  New  York  City  Department  of  Consumer 
Affairs  (the  "Department")  shares  the  Administration's  hope  that 
TSM  will  improve  the  ability  of  the  Internal  Revenue  Service 
("IRS")  to  serve  the  public.  The  vast  majority  of  consumers  who 
partake  of  the  tax  refund  anticipation  loans  ("RALs")  that  are 
enabled  by  TSM's  electronic  filing  program,  however,  are  not  well 
served  by  these  sweetheart  deals  because  they  substantially  enrich 
banks  and  tax  preparers  at  unnecessary  expense  to  unwitting 
taxpayers. 

As  the  Department  has  found  in  the  course  of  its  lengthy 
investigation,  these  loans  are  a  terrible  deal  unless  a  person  is 
in  dire  need  of  immediate  cash.  What  consumers  may  not  realize  is 
that  if  they  file  their  returns  electronically,  they  can  receive  a 
check  from  the  IRS  within  2  to  3  weeks  anyway  -  without  paying 
astronomical  interest  rates  on  money  borrowed  essentially  for  14 
days.  The  short  waiting  period  for  electronic  filing  (2  weeks  for 
transmittal  to  the  consumer's  bank  account  and  3  weeks  by  mail) 
highlight  the  dubious  value  of  a  RAL  for  most  taxpayers. 

The  Department  requests  that  the  Subcommittee  investigate  and 
redress  RAL  abuses  in  connection  with  the  electronic  filing 
program.  The  Subcommittee  should  also  consider  future  adjustments 
to  TSM  that  would  eliminate  the  current  reliance  upon  and  high  cost 
of  tax  preparers  for  electronic  filing. 

The  Problems  with  RALs 

•  The  cost  of  RALs  to  taxpayers  is  excessive  when  compared  to 
the  marginal  benefit  of  a  10  day  acceleration  of  the  receipt  of 
refunds,  usually  resulting  in  very  high  annual  interest  rates  which 
may  be  usurious  in  jurisdictions  with  usury  laws. 

A  RAL  is  a  bank  loan  advanced  to  a  taxpayer  through  a 
middleman  -  the  tax  preparer  -  in  the  amount  of  the  anticipated  tax 
refund  from  the  IRS  (minus  the  bank's  finance  charge  and  the  tax 
preparer's  filing  fee).  Consumers  pick  up  the  loan  check  in  3  or 
4  days.  Within  2  weeks,  the  IRS  transfers  the  taxpayer's  refund 
money  directly  to  the  lending  bank,  which  thus  collects  the 
outstanding  loan  payment.  In  other  words,  the  consumer  is  charged 
interest  -  a  flat  fee  of  either  $29  or  $33  depending  upon  the 
lender  -  for  a  loan  that  is  repaid  in  approximately  2  weeks.  The 
difference  to  the  consumer  between  the  RAL  and  electronic  filing  is 
about  10  days. 

Typically,  there  is  a  RAL  charge  of  either  $29  or  $33  (in 
addition  to  tax  preparation  charges  and  the  separate  charge  for 
electronic  filing) .  For  example,  if  the  tax  refund  is  $500  and  the 
RAL  makes  it  available  approximately  10  days  earlier  than  it  would 
be  in  the  normal  course  of  electronic  filing,  the  lender  is  earning 
interest  at  an  annual  rate  of  151%  ($29)  or  177%  ($33) .  The  high 
rates  are  unwarranted  because  the  credit  risk  is  very  low,  assuming 
that  the  IRS  electronic  confirmation  of  the  taxpayer's  account 
status  is  reliable. 

While  these  high  rates  violate  the  usury  law  of  New  York 
State,  banks  which  are  incorporated  in  states  without  usury  laws 
are  free  to  charge  their  otherwise  usurious  interest. 


According  to  published  statistics,  87%  of  the  approximately  7 
million  taxpayers  who  filed  electronically  in  1991  entered  into 
RALs.  If  you  average  the  bank  fees  of  $29  and  $33  to  be  $31  and 
multiply  that  price  by  the  estimated  number  of  RALs  (6,090,000), 
the  cost  to  taxpayers  was  a  whopping  $188.790.000.  The  total  cost 
to  consumers  can  be  expected  to  increase  to  $269,700,000  because 
the  IRS  estimates  that  10  million  taxpayers  will  file 
electronically  for  the  1992  tax  year.  This  is  taxpayer  money  that 
would  otherwise  be  available  for  consumer  spending  and  investment 
in  the  economy. 

•  The  astronomical  costs  of  RALs  tend  to  fall  on  the  taxpayers 
in  the  lowest  income  brackets  who  are  least  able  to  afford  or 
understand  the  transaction. 

There  are  fixed  limits  for  RALs  -  the  tax  refund  has  to  be 
between  $300  and  $3,000.  As  a  consequence  of  these  limits,  income 
tax  preparers  say  a  majority  of  the  borrowers  are  in  low  income 
brackets.  Banks  and  tax  preparers  are  exploiting  vulnerable 
consumers  who  are  most  likely  to  be  intimidated  by  or  ignorant 
about  our  tax  system. 

Department  inspections  in  New  York  City  have  found  that  these 
loans  are  extensively  promoted  in  poor,  often  non-English  speaking 
neighborhoods  where  they  are  advertised  in  seasonal  tax  preparation 
offices,  laundromats,  check-cashing  outlets,  bodegas,  buses  and 
subways . 

•  Only  banks  doing  business  in  New  York  City  are  required  to 
timely  and  accurately  disclose  the  true  cost  of  RALs. 

Last  year  the  Department  successfully  sued  Beneficial  National 
Bank,  one  of  the  banks  that  provide  RALs  in  New  York  City,  for 
failing  to  disclose  the  true  annual  percentage  rates  involved.  The 
deception  had  occurred  because  Beneficial  National  Bank  had  falsely 
disclosed  an  interest  rate  based  on  a  one-year  loan  instead  of  the 
actual  amount  of  time  the  loan  is  extended  -  14  days.  Beneficial 
had  claimed  that  their  interest  rate  for  a  $500  RAL  based  upon  a 
$29  fee  is  6%  when  it  is  actually  151%.  Beneficial  also  refused  to 
disclose  the  finance  charge  until  the  consumer  picked  up  the  check, 
instead  of  when  the  consumer  signed  the  contract  as  is  required  by 
the  Federal  Truth-in-Lending  Act  ("TILA"). 

The  Department  cited  Beneficial  with  having  committed  a 
deceptive  trade  practice  in  violation  of  the  New  York  City  Consumer 
Protection  Law,  which  applies  the  standards  of  TILA.  In  a 
settlement  agreement  with  Beneficial  which  was  so-ordered  by  a 
Federal  District  Court  Judge,  the  bank  agreed  to  a  RAL  disclosure 
statement  with  hypothetical  loans  of  two-week  maturity  and 
concomitant  annual  percentage  rate  ("APR")  and  finance  charge 
disclosures  above  the  customer  signature  on  the  front  page  of  the 
application /contract. 

The  two  other  major  banks  offering  RALs  in  New  York  City  are 
complying  with  the  Beneficial  disclosures  for  the  1992  tax  season. 
Although  the  banks  are  now  making  the  required  RAL  disclosures  in 
New  York  City,  the  consumers  of  other  jurisdictions  are  not 
similarly  protected  against  deceptive  disclosure  of  the  cost  of 
RALs. 

Deceptive  Advertising  of  RALs  and  Electronic  Filing 

•  Income  tax  preparers  throughout  the  country  are  advertising 
RALs  to  unsuspecting  taxpayers  without  honest  disclosure. 

In  1990,  as  a  result  of  the  Department's  concern  that  RALs 
were  being  advertised  as  refunds  when  in  fact  they  were  loans,  we 
amended  our  laws.  Specifically,  New  York  City  Administrative  Code 
Section  20-739  et.  seq.   (New  York  City's  "Income  Tax  Preparers 
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Law")  added  Section  20-741.1  The  new  law  requires  that  any 
advertisement  for  RALs  must  not  directly  or  indirectly  refer  to 
such  loans  as  refunds.  This  Section  also  requires  that  in  any 
advertisement  for  RALs,  tax  preparers  must  disclose  the  name  of  the 
lending  institution  and  that  a  fee  or  interest  will  be  charged. 

Departmental  investigations  over  the  past  four  years  have 
found  that  deceptive  advertising  practices  continue  to  appear.  The 
Department  has  routinely  cited  tax  preparation  services  for 
violations  of  the  law,  but  the  profits  gained  from  getting 
taxpayers  to  use  RALs  appear  to  outweigh  any  fine  the  Department 
imposes. 

Although  consumers  in  New  York  City  have  some  protection  from 
the  Department's  ongoing  law  enforcement  actions  which  expose  this 
sort  of  deception,  taxpayers  in  other  jurisdictions  are  not 
protected  against  deceptive  advertising  of  RALs. 

•  Only  tax  preparers  or  specific  transmitters  are  permitted  to 
process  electronically  filed  returns  with  the  IRS.  costing 
taxpayers  millions  of  dollars. 

Currently,  electronic  filing  is  available  only  through 
selected  transmitters  that  have  a  privileged  arrangement  with  the 
IRS  to  electronically  file  tax  returns.  There  is  no  method  for 
taxpayers  to  transmit  their  tax  returns  to  the  IRS.  This  has 
resulted  in  businesses  charging  taxpayers  an  average  fee  of  $30.00 
to  electronically  file  a  tax  return.  According  to  published 
statistics,  approximately  10  million  people  filed  tax  returns 
electronically  in  1992,  which  cost  them  approximately  30  million 
dollars.  Electronic  filing  must  be  made  accessible  to  the  average 
taxpayer  without  at  a  reasonable  cost  in  order  to  justify  its  use 
by  the  IRS.  Otherwise,  businesses  reap  huge  financial  gain  while 
providing  a  service  of  little  or  no  value. 

An  additional  problem  with  TSM  is  the  increase  in  fraudulent 
schemes  against  the  IRS.  The  biggest  problem  has  been  the  filing 
of  false  income  tax  returns  for  the  purpose  of  receiving  refunds. 
The  speed  in  which  these  transactions  take  place  does  not  allow  the 
IRS  to  make  an  accurate  assessment  of  these  tax  returns.  This  has 
resulted  in  refunds  being  issued  in  error,  which  cost  taxpayers 
even  more  money. 

Recommendations 

By  arranging  for  electronic  confirmation  of  the  taxpayer's 
account  status  to  the  taxpayer's  preparer,  the  IRS  facilitates  the 
continued  growth  of  RALs.  The  result  of  phasing  them  out  would  be 
to  put  approximately  $270  million  back  into  the  hands  of  taxpayers, 
money  that  might  otherwise  be  invested  to  grow  the  economy.  There 
is  no  benefit  to  the  IRS  in  acting  as  an  intermediary  for  this  loan 
process;  it  adds  administrative  costs  that  the  IRS  and  taxpayers 
pay  for  whether  they  receive  RALs  or  not. 

We  understand  that  in  an  advanced  age  of  technology, 
electronic  filing  is  a  process  that  benefits  the  IRS  and  taxpayers. 
And  like  all  time-saving  technologies,  electronic  filing  is  here  to 
stay.  However,  the  IRS  should  explore  alternative  methods  to  allow 
taxpayers  to  electronically  file  their  returns.  We  suggest  that 
the  IRS  more  actively  explore  the  filing  of  tax  returns  from  home 
computers  or  from  public  computers  with  access  to  the  IRS.  It  is 
critical  for  Congress  to  reevaluate  the  implementation  of  TSM  to 
ensure  its  proper  administration  and  fairness,  while  creating  a 
system  that  is  accessible  to  the  taxpaying  consumers  who  will  foot 
the  bill. 
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